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TANKER TRADE-IN LEGISLATION 


THURSDAY, MAY 27, 1954 


Unirtep Srates Houset or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, ck:G. 

The committee met at 10:14 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Thor C. Tollefson, presiding. 

Mr. Toutierson. The committee will come to order. 

This morning we will take up H. R. 9252, but I think also that we 
should have under consideration H. R. 6353. 

Is that the correct number ? 

Mr. Zinckr. Yes, sir. 

Mr. Touurrson. H. R. 6353 was the tanker bill voted out by this 
committee last year and was on the consent calendar in the last week 
of last year’s session. It was also on the consent callendar at the 
outset of this year, until this committee asked that it be referred back 
to the committee for further hearings. 

I introduced H. R. 9252 as a new bill. The committee may want to 
simply amend H. R. 6353 and, for that reason, I say that we will give 
consideration to both bills this morning. 

Mr. Dies. It looks to me, Mr. Chairman, you better have a clean 
bill if you are going to make changes. 

Mr. Totterson. Well, that is my personal view, but I want the 
committee to make its own decision in respect to that. 

Without objection, those bills will be made a part of the record at 
this point. 

(The bills, H. R. 9252 and H. R. 6353, are as follows:) 


[H. R. 9252, 838d Cong., 2d sess.} 


4 BILL To amend the Merchant Marine Act, 1936, to provide a national defense reserve 
of tankers and to promote the construction of new tankers, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 510 of the Merchant Marine Act, 


1936, as amended, is amended by adding at the end thereof the followi: 
subsection : 


ix new 


“(h) The Secretary of Commerce is authorized until July 1, 1958 (subject to 
the provisions of this section as herein amended), to acquire a tanker or tank 
ers, determined by him to be desirable for inclusion in the national defense 
reserve, in exchange for an allowance of credit to be applied upon the purchase 
price of a new tanker or tankers: Provided, That each of the tankers to be 
traded in (1) is not less than one thousand three hundred and fifty gross tons; 
(2) is not less than ten years old; (3) is owned by a citizen or citizens of the 
United States, and (4) is in condition satisfactory to the Secretary of Com- 
merce on the date of its physical delivery to the United States and shall be 
considered an ‘obsolete vessel’ for purposes of this section: And provided fur- 
ther, That each new tanker is constructed as provided in subsection (a) (2) of 
this section and shall be considered a ‘new vessel’ for purposes of this section 


1 
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The Secretary of Commerce is authorized to pay the cost of national defense 


features incorporated in any such ne tanker. In the event that the United 
ates acquires ownership of such new tanker, the price paid therefor shall not 





i ide any amount for-national defense features paid for by the United States. 
The fore ing provisions shall ru ith the title to each new tanker and be 
hind n all owners thereo 

The ow e of credit for a traded-in tank vhich was sold under the 

\ Ship Sales Act of 1946, as amended, or which was eligible for a price 

lj unde ction 9 of such Act, shall b (1 n the case of tankers 

1d ler such A { depre ed 1 sales price paid to the United States, 

nd he e of were eligible for price adjustment under 

( he statutory Su nker as of March 8, 1946, depre- 

t deprec ny ndditions or betterments to the tanker 

! pitalized ind allowed for Federal income tax pur- 

‘ } i wa { mined a of the date the owner contracts 

I e construction of a new tanker In each ens depreciation shall be com- 

muted on the basis of the life of the tanker adopted or accepted by the Internal 

( ervit for determining depreciation for income-tax purposes to the 

owner contracts for the construction of a new tanker 

rh mwwance of credit for any other traded-in tanker shall be determined in 
ccordance with the provisions of subsection (d) of this section 

In no ¢ nt shall the amount of credit allowed under this subsection or sub- 

10 for a traded-in tanker exceed the price paid by the owner for such 

plus the cost of any additions or betterments to the tanker capitalized 


iv such owner and allowed for income-tax purposes 
“If an owner uses any tanker traded in pursuant to this section subsequent 
o the date of the contract for construction of a new tanker, the allowance 
determined shall be reduced by an amount equal to depreciation for the period 
of such use and computed in accordance with the schedule adopted or accepted 
iy the Internal Revenue Service. Title to the traded-in tanker shall in all in- 
neces vest in the United States, and the allowance of credit shall be applied 
at the time of physical delivery of such tanker to the United States, which 
shall be no later than ninety days after delivery of the new tanker. The traded- 
in tanker shall thereupon be placed in the national defense reserve subject to 
the provisions of section 11 of the Merchant Ship Sales Act of 1946, as amended.” 


H. R. 65538, 88d Cong., Ist sess 


A BILL To amend the Merchant Marine Act, 1936, to provide a national defense reserve 
tankers and to promote the construction of new tankers, and for other purposes 


4 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 510 (b) of the Merchant Marine 
Act, 1936, as amended, is amended by adding at the end thereof the following 
ew paragraph 

“The Secretary of Commerce is authorized, until June 30, 1958, subject to the 
provisions of this section, to acquire any tanker not less than ten years old and 
otherwise within the definition of ‘obsolete vessel’ contained in the proviso clause 
of subsection (a) (1), as amended, in exchange for an allowance of credit to be 
applied upon the purchase price of a new tanker or tankers, and to pay the cost 
of national defense features incorporated in the new tankers. Title to the obso- 
lete tanker shall be transferred to the United States at the time of execution of 
the contract for the construction of the new tanker. and such obsolete tanker shall 
thereafter be placed in the national defense reserve subject to the provisions of 

(tion 11 of the Merchant Ship Sales Act of 1946, as amended: Provided, That 
notwithstanding such transfer of title, any such obsolete tanker in the discretion 
of the Secretary of Commerce may be used thereafter by the former owner, sub- 
ject to the provisions of subsection (d), during the period of construction of the 
new tankers.” 

Sec. 2. There are hereby authorized to be appropriated or otherwise made 
available to the Secretary of Commerce such sums as may be necessary to carry 
out the provisions of section 510 (b) of the Merchant Marine Act, 1936, as 
amended, relating to the acquisition of tankers. 


Mr. Touiierson. Our first witness is Mr. Rothschild, Maritime Ad- 
ministrator in the Department of Commerce. 
Mr. Rothschild, we will be glad to hear from you. 
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STATEMENT OF LOUISS. ROTHSCHILD, MARITIME ADMINISTRATOR, 
MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE, 
ACCOMPANIED BY E. C. UPTON, JR., MEMBER OF THE FEDERAL 
MARITIME BOARD, AND JAMES L. PIMPER AND JAMES A. 
MOONEY, MARITIME ADMINISTRATION, DEPARTMENT OF COM- 
MERCE 


Mr. Roruscuup. Mr. Chairman and gentlemen, there are with me 
this morning Mr. Upton, a member of the Federal Maritime Board; 
Mr. Pimper, a member of the Maritime General Counsel’s Office, and 
Mr. Moone v5 also of Maritime, and I have requested Mr. M. G. Gam- 
ble, the preside nt of the Esso Ship ping Co., to come in this morning 
in case you might want to hear from him an d to get an industry point 
of view from him. 

Mr. Dres. What company is that, Mr. Rothschild? 

Mr. Roruscuitp. Esso. That is a Standard Oil component. 

There has been filed with your committee, Mr. Chairman, a formal 
statement, and, rather than read that, I should like to comment on it. 

Mr. 'Totterson. You may do that. 

Mr. Roruscuiwp. But I should like to have it made a part of the 
record. 

Mr. Totterson. The statement will be made a part of the record. 

(The statement submitted by Mr. Rothschild is as follows :) 


STATEMENT BY LOUIS S. ROTHSCHILD, MARITIME ADMINISTRATOR, MARITIME 
ADMINISTRATION, DEPARTMENT OF COMMERCE 


7: Chi roe we appear today in support of H. R. 9252, a revised version of 
H. R. 6853, a measure considered by your committee in the last session, which 
was designed to promote the privately owned merchant marine and the ship- 
building industry in the interest of national defense. 

Your committee’s consideration of and report on H. R, 6353 disclosed a concern 
over the application of the broad trade-in valuation provisions of the present 
section 510 to vessels sold by the Government under the Merchant Ship Sales Act 
of 1946 

It was suggested that a statutory formula establishing the trade-in value would 
be considerably more effective than the general provisions set forth in section 
510, and would be less costly and easier to administer. We had not, in H. R. 
6353, urged any such revision of the method of determining a vessel’s value be- 
cause of the lateness of time. However, the bill under consideration today 
incorporates the basic principle of a statutory trade-in formula for war-built 
ships along with certain other changes which we believe will result in a sounder 
and a more clear-cut trade-in and build program. 

I should like to give a detailed explanation of the bill. The amendment would 
add an entire new subsection (h) to seetion 510 of the Merchant Marine Act, 
1936, as amended, thus making it clear that the purpose of this legislation is to 
provide a laid-up reserve of usable tankers against anticipated full mobiliza- 
tion requirements. 

Under the first paragraph of the new subsection (h), the Secretary of Com- 
merce is authorized, until July 1, 1958, to acquire tankers which are determined 
by him to he desirable for inclusion in the national defense reserve. Thus, an 
affirmative finding must be made as to the desirability of the ships for inclusion 
in the national defense reserve. The paragraph further provides that in ex- 
change there will be an allowance of credit to be applied upon the purchase 
price of a new tanker or tankers. The method of applying the allowance of 
eredit against the purchase price of the new tanker is generally in line with 
the procedures followed under the present provisions of section 510, except that 
the allowance is not payable until the traded-in tanker is physically delivered 
to the Government. 

The paragraph further provides that each traded-in tanker should be not less 
than 1,350 gross tons, not less than 10 years old, owned by a citizen or citizens of 
the United States, and be in condition satisfactory to the Secretary of Commerce. 
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As we previously had testified, one of the important results of the legislation 
will be a partial resolution of the problem of block obsolescence now facing the 
tanker industry by reason of the preponderence of war-built ships in the present 
fleet The reduction of the minimum age requirement to 10 years will make 
n number of the war-built tankers eligible for trade-in now, and thus provide 
better ships for the “usable reserve” of laid-up tankers 

The second condition of eligibility—“owned by citizen or citizens of the United 
States’”—is, of course, an obvious requirement The committee will nete, how 
ever, that it omits the requirement of section 510 (a) (1) (C), that the ship “has 
been owned by such citizen or citizens for at least 3 years immediately prior to 
the date of acquisition” by the Government. The Department believes that, 
inasmuch as the trade-in value will be established by a statutory formula, such 

restriction is unnecessary and might tend to impair the successful implemen- 
tation of part of the program We will be alert to see that no one through 


ownership change or adjustments receives any benefits not otherwise contem 
plated, but we can foresee situations, especially in instances of small owners, 
where through consolidations and combinations, additional tankers would be 
eligible for trade-in As a further safeguard, the amendment provides that 
in no event shall the allowance exceed the acquisition cost plus the cost of addi 
tions or betterments This eliminates any possibility of anyone profiting unduly 


under this program 


With respect to the requirement that the tankers traded in be in “condition 


atisfactory to the Secretary of Commerce.” we believe that the spelligg out of 
the details of the physical condition at time of delivery is a matter of adminis 
trative det However, when such mutters are resolved, complete details will 
be published in the Feder: Revister so that al nterested parties may be 
apprised of the requirements 


The second paragraph provides that the Secretary of Commerce may pay the 





cm of ational defense feature incorporated in such tunkers The one pro 
eral st analogous to that now planned is the so-called Cimarron tanker pro 
gram undertaken by the former Maritime Commission prior to World War II 
In that instance, the former Commission granted a national defense allowance 
f some SSS0.000 per sl Dp: ins 1 total pe ship ost which averaged about 
$3.200,000. The allowance represented the difference in the then commercial 
speed, determined to be 12 knots, and the then required national defense speed 

1G nots Under the projected prograt the national defense required 
need w he sustained s¢ peed of 18 knots under normal operating condi 
tions We plan to determine the “commercial speed” on a company-by-company 
hasis after consideratior f the companies’ operating practices, policies, and 
ther pertinent factors | he npanies’ fleet average speed and the 
sneed of ar nostwar col tig indertaken by the companies. While the 


determination of the national defense allowance for speed will be difficult, the 
committee can be assured that the Maritime Administration will not approve 


ar national defense allowance unless, in its judgment, it is for an item or 
f ire which would not be lilt into the ship except to meet national defense 
re reme s or has a cost disposition to its commercial utility 


At this time we believe that the 18-knot sustained sea speed requirement is 


v feature that may require, the payment of a national defense allowance 

this niv in certain cases atte consideration of the factors outlined above 

We propose to include in any trade-in agreements a provision that, if the new 

l subsequently approved for transfer to foreign ownership and/or registry, 

the depreciated cost of such nation defense features will be repaid the United 

ST eS 

P : s also made th f the United States acquires ownership of a new 

t ‘ e paid theref s i ide a1 mount for defense features 
paik hb e United State 

The next paragraph, provid e formula for the trade-in value, follows the 

ns of the Ship Sales Act of 1246, with due allowance for deprecia 

oT t eT I r The t tax | rposes | urther vddition Ss oT betterments capi 

talized for Federal income-tax poses W also be allowed on a depreciated 


is sound, equitable, and consistent with 
e sold It may well be, depending on the 
nker market, that an owner may receive an allowance of credit which is more 





than he could realize on the sale of the ship in the open market, especially the 
American market However, it should be realized that practically all of the 
ay ints we hope will com nder this plan have no intention of or eco 


nomic need for disposing of their ships at this time and that they would normally 
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The next paragraph provides that the allowance of credit for a tanker other 
than a vessel sold under the Merchant Ship Sales Act of 1946 or eligible for 
adjustment under such act which is traded in shall be determined under sub- 
section (d) of section 510 

The next paragraph is designed to clarify the phrase “fair value of such use 
rate” set forth in the last sentence of subsection 510 (d), and provides that the 

ise rate” shall be the depreciation computed in accordance with the scheduled 
depreciation adopted or accepted by the Internal Revenue Service. The com 
mittee will note that it is further provided that title to the traded-in tanker 
shall not vest in the United States, nor will the allowance of credit be applied, 


until such tanker is physically delivered to the United States. These pro 
visions, which establish the depreciation Charge for the period of such use as 
the “fair value of such use,” are fair to both parties inasmuch as the Govern 
nent does not own the tanker and has net involved its funds until the ship is 
delivered physically to the Government 

In our discussions with industry regarding possible applications under the 
proposed legislation, they have been unanimous in pointing out the need for 
final and binding agreements. We agree with this view and, after discussing 
the problem with the staff of the Comptroller General, propose to assure such 
finality by obtaining advance decisions from the Comptroller General 

There wet juestious raised at the hearings in the last session concerning the 
operation by the Military Sea Transportation Service of the 57 T-2 tankers 


owned by the Government These matters are pending before the Congress in 
the bills, H. R. 7330 and its companion bill, S. 3458, which passed the Senate 
last Monday, May 24 


The Department believes that, if these bills which complement our proposed 


program are enacted into law and presently planned programs to implement 


them are carried out, a most desirable long-range solution to the problem of 
Government operation of tankers will somal However, even if the entire MSTS 
feet is replaced with new privately operated ships and the 57 Government 


owned T—2’s laid up; the tanker reserve will not be adequate in size to absorb 


the initial impact of estimated full mobilization requirements. Further, if the 
MSTS replacement program is to proceed on its scheduled basis, it will not 
provide the stimulus to the shipbuilding industry necessary to prevent the sharp 
decline in shipyard employment in prospect. Both the trade-in and build pro 
gram and the complementary Navy tanker charger program are required if we 
are to have an adequate reserve of tankers and an effective shipbuilding industry 

Mir. ToLiEFson. You may proceed. 

Mr. Roruscutp. As you indicated, House bill 9252 is intended to 
be a revision of House Resolution 6353 considered | yy your committee 
in the first session of this Congress. 

T he pur pose of this legisl: ation is to prov ide a reserve of us: ab le ts ank- 
ers against full mobilization requirements. 

You know as of now we have no tankers in our reserve fleet of any 
S1Ze. 

It is also designed to promote private owne rship of these vessels 
and to aid the shipbuil ding industry from its present low position. 

This committee, at its previous sessions, pve: considerable con- 
cern over the application of the trade-in provisions of the present law, 
section 510, to war-built vessels sold under the Ship Sales Act. 

The revised bill, we think, meets the object ions and prescribes a for- 
mula for arriving at the trade-in value, and we believe does so in the 
interest of simplified administration and reduced cost to the United 
states. 

It also makes its administration, as I said before, quite simple. 

In order to do this, the bill adds a new subsection (h) to section 510 
of the 1936 act, and in that subsection provides for accepting tankers in 
exchange for a trade-in allowance in order to secure these usable tank- 

for our reserve. 
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It modifies the existing law to this extent: That the present law is 
designed to attract obsolete vessels, and these are usable vessels instead 
of being obsolete. 

The bill would provide that the Secretary of Commerce can acquire 
tankers under this act until July 1, 1958, and the owner of the traded-in 
vessel will be granted an allowance of credit to be applied on the pur- 
chase price of a new tanker or tankers. 

The bill requires that those tankers which are traded in be not less 
than 1,350 gross tons and not less than 10 years of age—the present 
requirement is 12 years—that they be owned by an American citizen 
and be in a condition satisfactory to the Secretary of Commerce. 

The 3-year requirement for citizen ownership is waived in order to 
permit corsolidations of ownership in the interest of securing some 
tankers under this legislation. 

The value at which the trade-in allowance would be established 
follows the price provision of the Ship Sales Act in general and makes 
allowance for depreciation for income-tax purposes. 

In addition to the price paid for the vessel, such additions or better- 
ments as have been capitalized for income-tax purposes would also be 
allowed on the same depreciated basis, and that basis would be the 
identical basis which has been used by the company or individual who 
is trading the vessel in for income-tax purposes. 

In any event, however, the allowances will not exceed the acquisition 
cost plus the cost of additions or betterments less depreciation. 

This is designed to prevent any windfall to the owner through sales 
subsequent to the original acquisition. 

Additionally, the Secretary of Commerce will be authorized to pay 
the cost of national defense features, if any, incorporated in the hew 
tankers. 

We propose a minimum speed requirement of 18 knots, and that 
speed is in excess of the speed at which some companies have cus- 
tomarily been operating their tankers. 

So, based on their history and their past performance, there would 
be an area between the speed at which they have been operating their 
fleets and the speed which we will require, which might, therefore, 
become a national-defense feature; but the Maritime Administra- 
tion will not approve any national defense feature unless it would 
not have been pul in the vessel except by request of defense requir- 
ments or has a cost disproportionate to its commercial utility. 

Now, in the event that ship is, during its useful life, traded foreign, 
the depreciated cost of the defense features will have to be repaid to 
the United States, so that any money put up initially by the Govern- 
ment will be recovered in case there is a tral sfer foreign. 

Opposite to that, if the United States acquires the ownership of 
that vessel at any time, the price which the United States will pay 
for it will exclude the national-defense features, so that they will not 
be paid for a second time. 

It is proposed title to the traded-in tanker would be passed to the 
United States and the allowance of credit on the new vessel will be 
applied only upon the physical delivery of a traded-in tanker to the 
Government. 

It is possible that some companies will want to use the traded-in 
tanker during the time the new tanker is being built, in which event 
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the United States will permit them to use it and charge them for that 
use the regular depreciation that would accrue during that period, 
again based on the same figures which have been accepted by the 
Internal Revenue Service. 

As I said in the beginning, the whole business is designed to get 
the assistance of industry in providing a usable tanker reserve. 

You are aware, I am sure, under House Resolution 7330 and Senate 
3458 the Navy is proposing another tanker idea. Their bill, which 
has presently been reported out by the Armed Services Committee 
of the Senate and I believe passed by the Senate, provides that the 
Navy will lay up a certain number—I believe the number is 37 ves- 
sels—of its MSTS fleet and arrange with private industry for the 
charter of 20 new, fast, modern tankers, very much on the style of the 
tankers we would expect to be built under this legislation. 

So, there are really two approaches to the problem of getting a 
usable reserve of tankers—one contemplated under this measure 
which you are now considering and one contemplated under the 
Navy’s program. 

Mr. Totterson. Might I inquire right at that point: These two 
efforts are not duplicating each other, a) they ¢ 


Mr. Roruscuip. They are not duplicating. They are comple- 
mentary; and if both of them are successful to the fullest limit of the 
legislation, we will still need more tankers. This will not totally solve 


the problem of the numbers of tankers needed in our reserve. 

Now, industry has indicated to us—at least some members have— 
that they would want any arrangements under this or other legisla 
tion to be final and binding and conclusive. 


We propose to arrange that for them by consult Yy with and getting 
the approval of the Comptroller General prior to t!.e execution of any 
of these contracts. That would constitute. in effe: Ct. a preaudit of the 


program by the Comptroller General prior to its execution. 

You may know that we had similar experiences with the Comptroller 
General lately, and we found it to be a most satisfactory and efficacious 
way of meeting the problem, and apparently most sat isfactory to those 
persons involved. 

I think, Mr. Chairman, that summarizes our point of view on the 
bill; and if you have questions, we will be glad to try to answer them. 

Mr. Torterson. The formula, trade-in formula, under 6353 was 
subject to some question. For the purpose of the record, I would like 
to inquire whether or not that formula was in existing law with re- 
spect to other trade-in problems. 

Mr. Roruscuitp. I don’t think I caught your question, sir. 

Mr. Totierson. What I had in mind is this: I want this record to be 
as complete as possible in the event the committee decides to vote on 
a complete, new bill and does not rely upon the previous testimony 
with respect to H. R. 6353. 

Now, the formula in 6353, I think you will recall, was subjected to 
some questioning, and some members were not entirely satisfied with 
that formula. The question I asked: Was that formula the same as the 
trade-in formula to be found in existing law ? 

Mr. Rotuscniip. Yes, sir. It followed the same rules as section 
510—D of the 1936 act. 
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Mr. Touierson. I have the formula before me. I will read just a 
portion of it . 


The allowance for an obsolete vessel shall be the fair and reasonable value 
of such vessel as determined by the Commission. In making such determination, 


the Commission shall consider 

(1) The scrap value of the obsolete vessel, both in American and in foreign 
narkets 

2) The depreciated value based on a 20-year life; and 

3) The market value thereof for operation in the world trade or in the foreign 


domestic trade of the United States 


The formula in H. R. 9252 is a different formula. 

Mr. Roruscutitp. Yes, sir. 

Mr. Touuerson. And under that formula the trade-in allowance 
would be the depreciated value of the vessel on the books of the 
oOhipany, 

Mir. Roruscnuinp. Yes 
Mr. Totuerson. Is that correct / 

Mr. Roruscnuitp, That is right, sir, and would be exactly the same 
figure which the company has used in determining its income-tax lia- 
bilities under the Internal Revenue Service regulations. 

Mr. Bonner. May I ask a question / 

Mr. Tor LEFSON. Yes, 

Mr. Dies. Do you know what depreciation they allow on these 
tankers / 

What do they allow normally / 

Mr. Roruscuivp, I think it varies with different companies, Mr. 
Dies. 

Mr. Dries. It looks to me as though a tanker, whether it is owned by 
ohne company 0o1 another one, would be depreciated at about the same 
rate: wouldn’t it? 

Mr. Roruscuitp. I believe some of them have certificates for ac 
elerated depreciation. 

Mr. Bonner. That is what I was going to ask. 

You are reading from the 1936 act ? 

Mr. Totiterson. Yes. 

Mr. Bonner. It wasn’t contemplated under the 1936 act that there 
would be any tanker transactions. 

Mr. Toiierson. Yes. 

Mr. Bonner. Just cargo ships and passenger ships. 

Now, thi depre iation in tankers is something that is not brought 
to lioht In cargo ships and passenge! ships; is that correct or 
neorrect ¢ 

Mr. Roris¢ HILL). ] think there may he se me difference— 

Mr. Bonner. Of course 

Mr. Roruscuiip. In depreciations between the different types of 
ships. 

Mr. Bonner. In either bill, now, what provision is being made when 
you take this vesse] in, this tanker, to bring her up to class that you 
would want in the reserve fleet for emergency purposes ? 

Mr. Roruscuitp. Well, the— 

Mr. Bonner. As I understand, there are certain periods of inspec- 
tion for tankers, and tankers that haul high-octane gas depreciate, 
as I understand, very rapidly; is that correct ? 

Mr. Roruscuitp. That is my understanding, too, sir. 
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Mr. Bonner. And tankers that haul other types of petroleum prod 
ucts—I don’t know. Iam asking for information. 

Mr. Roruscuitp, Well, the language of the act proposes that the 
tankers must be in a condition satisfactory to the Secretary of 
Commerce. 

Mr. Bonner. Yes. 

Mr. Roruscuiwp. And if not—— 

Mr. Bonner. Satisfactory to the Secretary of Commerce. 

I am not questioning the Secretary of Commerce at all. The only 
thing I am questioning 1s: What are going to be the requirements of 
this class / 

There are certain pel iods that a tanke foes through certaln inspec 
tions that other vessels don’t vO through. 

Mr. Roruscuitp. All vessels go through 

Mr. Bonner. Yes: I know they all go through certain inspections, 
but wasn’t there a witness here the other day who gave certain testi 
mMmony— 

Mr. Mr MM\\. About the acid md corrosive effect of the oil. 

Mr. BonneER (continuing). About the acid effect, and so forth, in 
tankers that we don’t have to deal with in cargo vessels and passenger 
vessels ? 

I am just asking that as a matter of information. Is that taken 
care of, or do you merely leave it to the discretion of the Secretary of 
Commerce, with him delegating it to somebody else to say, “This 
tanker isall right. We'll just take this one in.” 

Mr. Roruscuivp. This is intended to be left at the discretion of the 
Secretary of Commerce, Mr. Bonner. 

Mr. Totuerson. Is that all? 

Mr. Bonner. That is all. 

Mr. Touuerson. I want to ask another question: Who would these 
tankers be built by ¢ 

To put it more specifically, would they be built by the Government 
and then sold to those desiring to trade in an old tanker or would 
they be built by the firm trading them in? 

Mr. Roruscuitp. These will be built, Mr. Chairman, by the in 
dividual companies or their associates and affiliates in conformity with 
their own needs for their own service, and no Government money will 
be involved whatever. 

Mr. Dirs. In other words— 

Mr. Roruscuitp. Except for national defense features. 

Mr. Dies. Right there, Mr. Chairman, let me ask a question. 

Mr. To.tuerson. Mr. Dies. 

Mr. Dies. In other words—let’s see if we understand this thing, and 
particularly whether I understand it—here is the Esso Shipbuilding 
Co.; they want 10 new tankers; they have got 10 old tankers they have 
had in service for 10 years at different periods ot time, and they take 
these old ones and trade them in to the Government. 

Mr. Roruscuitp. Yes. 

Mr. Dies. The Government puts an appraised value on them. 

Mr. Roriuscuinp. Yes. 

Mr. Dies. may the Government allows them so much money and the 
Crovernment takes them over at that amount. 

Mr. Roruscuinp. Yes. 
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Mr. Dies. Is that right—that applies on the purchase price of the 
new vessel ? 

Mr. Roruscuip. That is correct, su 

Mr. Dies. They pay the differenec. 

Mr. Roruscuinp. That is correct, sir. 

Mr. Dies. Now, has there been any study made to find out about 
what these used tankers are going to cost us, after you first deduct the 
depreciation that has been allowed in the past ? 

You first deduct the depreciation that has been allowed, don’t you? 

Mr. Roruscninp. Yes, sir. 

Mr. Dries. That can form no part of the purchase price? 

Mr. Roruscnimp. That is correct, sir. 

Mr. Dies. If they had 50 percent total depreciation to date, then 
that 50 percent would be excluded from whatever is agreed upon? 

Mr. Roruscuinp. Yes. 

Mr. Dries. Now, how are you going to determine the value of 
besides that ? 

I see your formula in there. Suppose you explain to us, in simple 
language, if you were going to buy the tanker, just how you would go 
about arriving at what the tanker is worth. 

Mr. Roruscuitw. Well. sir. it is possible that various companies 
may have used different rates of depreciation for reasons of their own 
and they have recovered, by means of their depreciation allowances, a 
certain percentage of the cost of that vessel, depending on the rate at 
which they have depreciated it, and, in addition, the length of time 
that depres iation rate has been in effect; so, a net cost to them is repre- 
sented by their book value of the tanker today or at the date when 
the transaction is made. That would be price at which the Govern- 
ment would acquire the vessel, and the amount of money for the 

acquisition of the older tanker would then be applied as a credit 
against the buil« ling of a new one. 

Mr. Dies. I understand that, but has any study been made to deter- 
mine about what this thing is going to cost us? 

Mr. Roruscuitp. We estimate on an average these vessels will cost 
the Government somewhere between nine hundred thousand and 
million dollars apiece. 

Mr. Dries. Nine sage thousand and a million dollars apiece? 

Mr. Roruscnuiup. Yes, s 

Mr. Dies. Of course, en vessels you take in don’t comply with the 
defense requirements necessarily, that is, the used ones. The new ones 
will. They will have the features, but the ones we take in may not 
comply w ith the require ments as of tod: av’ is that right? 

Mr. Roruscuiip. That is correct, sir, except in time of war any ves- 
sel which will float and transport oil is a valuable addition 

Mr. Dries. I understand that. 

Mr. Roruscuitp. To the merchant marine. 





Mr. Dies. I understand that proposition, but the new vessels will 
all have to be built asoonding to.spec ifications ? 

Mr. Roruscuiip. Yes, sir. 

Mr. Dies. And we pay the difference of cost? 

Mr. Roruscuiip. Yes. 

Mr. Dres. Is that right? 

Mr. Roruscuiip. As a national—— 
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Mr. Dies. Between what normally would be required by the Esso 
Co. and whatever features we add to it for national defense ? 

Mr. Roruscuiip. Yes, sir. 

Mr. Dies. We pay that; is that right? 

Mr. Roruscuitp. Correct, sir. 

Mr. Dries. I just want to know: 's it all right for me to ask these 
questions ¢ 

Mr. Toutierson. Yes. 

Mr. Dies. I don’t want to trespass on the other members. 

Mr. Totterson. No. That is all right. 

Mr. Dies. But I want to find out about this. What I want to know 

What is the necessity for this Government to build these tankers 
or buy these old tankers, bring these tankers in? Is it solely because 
we need reserve tankers in the fleet ? 

Is there any pressing need for those tankers or—— 

Mr. Rornscuimp. There is a very great need for them, Mr. Dies. 
The Security Council findings indicate the greatest deficiency we 
have in shipping is in our reserve of tankers. 

Mr. Dies. You don’t have enough. 

Mr. Roruscnuitp. We don’t have a single one, sir. 

Mr. Dirs. You don’t have what you consider a minimum ¢ 

Mr. Roruscnuitp. No. 

Mr. Dies. You don’t have a minimum ¢ 

Mr. Rornscninp. We don’t have a single one in the reserve. 

Mr. Dries. And in case we might have a war you would like to take 
some steps to take care of it; is that right? 

Mr. Roruscuiip. Right, sir. 

Mr. Dies. You wouldn't need it except in case of war ? 

Mr. Rornscuttp. That is right, and this is only one of certain steps. 

Mr. Dies. When you buy them, what are you going to do with them ¢ 

Mr. Roruscuttp. Lay them up in our reserve fleets. 

Mr. Dies. Sort of like these ships we have in other places, where 
we have miles and miles of — laid up there? 

Mr. Roruscuitp. Yes, si 

Mr. Dies. What about the deterioration of them while they are in 
reserve ¢ 

Mr. Roruscuitp. Mr. Upton and | have just returned from a trip 
to the west coast, and previous to that we have been down on the 
gulf coast, and previous to that on the Atlantic coast, and we have 
been through nearly all of these reserve fleets, and we are delighted 
with the fine degree of preservation which we are accomplishing by 
our tested preservation methods. 

Mr. Dies. Well, you are not selling any of those ships now or—— 

Mr. Roruscniip. Sir? 

Mr. Dies. You are not junking any of those ships like you did 
before ? 

Mr. Roruscuinp. Each year we survey the ships, and we find the 
ones which are damaged have limited usefulness, and then, in con- 
sultation with the Navy, determine whether or not there is any use 
for them, and where there is no use for them we do scrap them. 

Mr. Dres. So that if these tankers, after you buy them, deteriorate, 
they are subject to scrapping, and you sell them just like any other 
vessel you might determine to be deteriorating fast, or which has 
perhaps lost its usefulness; is that right ? 
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Mr. Rornscuimp. That is a possibility; but 1 would not anticipate, 
with our tested methods of preserving ships that that would happen 
just by their being in a fleet. 

It is always possible one of them could be 
although stationary, or it could break away, 
done, and run up against 

Mr. Dies. Now, you are not going to buy any that is older than 10 
vears: is that right ? 

Mr. Mumma. Younger than 10 years. 

Mr. Roruscuitp. Younger than 10 years. 

Mr. Dies. That is what I mean —younger than 10 vears, 

Mr. Roruscnivp. Yes, sit 

Mr. Dies. How old will you b yy them’ Isthere any limitation ¢ 

Take one that is In sate sh: ape-— 

Mr. Roruscuitp. We are not going to buy and broken-down tankers, 
Mr. Dies. ‘These are aia to be usable tankers. 

Mr. Digs. Are they tankers that these oi] colmpanies Cal use for 
another 5 or 10 vears ? 

Mr. Roruscnitp. Mr. Gamble can tell you more about that. 

This is a program designed to get the oil companies to replace 
tankers in their fleet which are curre ntly usable and which have several 
years of useful life ahead of them. Weare asking them, in recognition 
Mf the patriotism involved, to trade these in at a date earlier than 
they normally would do and to invest substantial sums of money, of 


involved in a collision, 
as some of them have 


their own money— 

Mr. Dies. In modernized—— 

Mr. Roruscniip. In modernized, substantial fleets. 

Mr. Dies. And those tankers would be available to us in case of war? 

Mr. Roruscuiip. Oh, yes. 

Mr. Dies. Just the same as if we owned them ? 

Mr. Roruascuivp. Correct. 

Mr. Dies. Thank you, Mr. Chairman. 

Mr. Toutuerson. Mr. Brown. 

Mr. Seevey-Brown. Mr. Rothschild, did I understand you to say 
that in your opinion the public interest will be better protected by the 
provisions of H, R. 9252 than it may have been under the earlier pro- 
visions of H. R. 6353 ? 

Mr. Roruscuiip. To the extent there is a precise formula for deter- 
mining the trade-in value of these tankers, I believe the public interest 
will be better served. 

Mr. Serty-Brown. In other words, we are not going to run into the 
possibility of having someone try to not only eat his cake, but have it 


too? 
Mr. Roruscuitp. We think we have made it impossible for that to 
happe n. ; 


Mr. Srety-Brown. That is all. 

Mr. Totterson. Mr. Shelley, do you have any questions ? 

Mr. Suetiey. Yes: I do, Mr. Chairman. 

Mr. Rothschild, what type of service would these new tankers be 


used in? 


Mr. Roruscuitp. They will be used, as I see it, in the same service 
which the present tankers are being used today asa component of the 
producing, refining, distributing systems of the oil companies. 
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Mr. SHet.ey. This ought to be a larger tanker than the present 
‘T-27 

Mr. Roruscui., Yes, sir; and faster. 

Mr. Suetixy. What tonnage or what barrel capacity, would you say, 
generally? Has that been planned out? 

Mr. Roruscuitp. That would depend on the requirements of the 
individual companies. 

Mr. Suriiey. Has there been any contact with the companies to see 
what they may have in mind at this point as to needs? 

Mr. Roruscnitp, Yes, sir. We have discussed the program with 
some of the major oil companies, and their requirements do vary by 
and between company. 

Mr. Suetiey. Then, I gather from what you say, basically it would 
be a larger tanker thar the present tanker known as the T-2 type ¢ 

Mr. Roruscui.p. Basically a larger tanker, and in all cases except 
one that we know anything about, a faster tanker. 

Mr. SuHeiiey. Has the Navy expressed any thought as to what type 
of tanker they would like to see as an addition to the merchant fleet, if 
new tankers are built ? 

Mr. Roruscutp. They have very definite ideas on the size and 
speed of tankers required for fleet oilers and for other vessels to run 
with the fleet: but in the service of point-to-point transfer of oil, all 
they want, all that they require is an 18-knot speed. 

Mr. Suettey. What is in my mind and I am driving at in these 
questions is: Will there be any allowance made for a larger size tanker 
as a defense feature ? 

Mr. Roruscuiitp. No, sir, 

Mr. Suetiry. Now, if you have a larger tanker, it will also, of 
necessity, then, be a deeper draft vessel, is that not so? 

Mr. Roriuscuinp. Well, I am not a naval architect, you know, Mr. 
Shelley, and I don’t know whether they could be designed to be larger 
and maintain the same draft or not. 

Mr. Sueuiey. I have understood, from general conversations, that 
the T-2 and tankers of that general size and type have been fairly 
usable in many routes, that on a great deal of tanker operations any 
larger tanker than that would have a restricted usage, in that there 
are so many oil ports to which it could not go, and that its benefit 
generally would only be on a straight, long-haul run, from a deep- 
water port here to a deep-water port in some single given spot abroad, 
and Tam wondering, if that is the type tanker you contemplate build 
ing, What great need there is for them and what great defense need 
there would be if their use is restricted to a single long-haul usage. 

Mr. Roruscritp. There might be a couple of answers to that. We 
would not think that any major oil company would be interested in 
coming in under such a program to build vessels which it could not 
use. It would be building vessels which would be designed by itself 
for its own trade; and, therefore, we would think that they would 
be so designed as to be most useful to them. 

‘ve forgotten my second answer now, but it may come to me any 
moment. 

Mr. Totierson. Might I just inject there: I don’t know whether 
this is what you had in mind or not, but you are going to be inter 
ested in the type of ship that is built now. Won't the Maritime Ad 
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ministration be interested in the type of ship which will be built by 
the Esso people, for instance ‘ 

Mr. Roruscump. We will be interested in seeing that the ship has 
an 18-knot speed capacity, but as to the other characteristics of the 
ship, we will expect Esso to design the ship, Esso or anyone else to 
design the ship, to best meet their commercial needs. 

Mr. Totierson. Except for the defense features ! 

Mr. Roruscuriip. Except for the defense features; yes, sir. 

Mr. Dies. Mr. Rothschild, is there no use these trade-in ships could 
be put to? 

The weak thing which occurred to me is this: I have watched this 
situation down in my part of the country, and I have seen those ships, 
ship upon ship stored there. It is true they do put preservatives on 
them, but every week or two they will sell a ship. Here comes along 
a fellow who buys them, and I had a client once who did nothing 
but buy those ships from the Government, and he cleaned up. Ina 
few vears he was going around in a Cadillac automobile and had a 
private airplane, and he told me some of the prices he paid, and what 
he realized from them: and I just wondered if nothing could be 
worked out with these companies under which some modified use 
could be made of them, besides just storing them and letting them 
stay there, maybe for 5, maybe for 10, maybe for 20 years, on the 
theory we will need them in the event of some war. 

Mr. Roruscuitp. Mr. Dies, the commercial ‘tanker fleets of the 
world are today far in excess of the needs of the oil industry, and 
there are laid-up tankers all over the world. 

Mr. Dries. Well, wouldn’t those be available, a lot of them—— 

Mr. Roruscuitp. Yes, sir. 

Mr. Dies. In case of war? 

Mr. Roruscum. Yes, sir. 

Mr. Dies. If we have got them all floating around, couldn’t we get 
them up pretty quick ? 

Mr. Roruscuitp. Even if we had all of those, we would still have 
a very large deficiency in our ability to move—— 

Mr. Dies. If we had a third world war? 

Mr. Roruscuiip. Yes, sir. 

Mr. Dies. Well, of course, it would be impossible to build up any 
sort of reserve that would be adequate to meet that situation. You 
just plan on a bare minimum; is that right ? 

Mr. Rornscninp. Yes, sir, and with the thought in mind, of course, 
that newer types of aircraft use much more tonnage of petroleum 
products than the type that we were using in World War II. 

Mr. Dies. It would seem to me that the oil companies would find 
it in their interest to modernize their fleet or their tankers. They are 
bound to have some that have been in use for an awful long period 
of time. 

Have you been able to reach any agreement with any of them that 
they will do some of this thing, as a matter of business, for themselves, 
without unloading these old tankers altogether ? 

Has there been any suggestion that where they have had a tanker 
in use for years and years and years and in the normal state of affairs 
they would want to replace it ? 

| can see opportunities for abuse, of course, in this business. 

Mr. Roruscnuitp. Mr. Dies— 
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Mr. Dies. I may be “ng things that don’t exist, but from what 
I have watched about the Government I am a little suspicious of 
nearly any kind of program like this, 

Mr. Roruscuitp. Mr. Dies, as we see it, this is diametrically op- 
posed to such a program. 

Here we are asking oil companies, which presently own usable, good 
tankers, and they are usable for a period of years hence, as a patr Jotic 
move, to come in, trade their vessels in to the Government, not for 
a profit, for only = dollars they have in them, and to go out and 
invest new money to build new tankers which they don’t need pre- 
cisely today, in sian to make that contribution to the national 
defense 

Mr. Dies. Who has determined that we need these tankers? 

Has this been determined by the Defense Department ¢ 

Have our military technicians worked this thing out and decided 
they have got to have these tankers and the only way to get them is 
through this method ? 

Mr. Roruscutrp. The National Security Council has. 

Mr. Dres. I mean this isn’t just a scheme to stimulate certain em- 
ployment—— 

Mr. Roruscrinp. No, sir. 

Mr. Dies. In certain shipyards, is it 4 

Mr. Rorusciuinp, No, indeed. 

Mr. Dirs. I know I got some telegrams, all in favor of any sort of 
program that will stimulate these shipyards. We have got lots of 
shipyards in Texas, and I watched them during the war; and if they 
didn’t clean up during the war, I don’t know why they didn’t. They 
had a bonanza, and I am just wondering how much of this is real 
national defense and how much of it is this pressure both from the 
shipyards and from the workers in the shipyards to stimulate a lag 
ging business. 

Mr. Roruscuimp. In my judgment, there is none of that latter in- 
volved in this legislation. 

Mr. Dies. The only way we can find out is to ask them. 

Mr. Roruscum. Yes, sir. 

his isstrictly designed to meet a defense need and a critical need 

Mr. Srery-Brown. Would the gentleman yield at that point / 

Mr. Dirs. Yes. 

Mr. Srery-Brown. By the same token, isn’t it also true, Mr. 
Rothschild, that the new tankers which would be built under the 
provisions of this law, since it is an amendment to section 510, would 
have to be built in an American shipyard / 

Mr. Roriuscuinp. Yes, sir. 

Mr. Bonner. Mr. Rothschild -- 

Mr. Totierson. I think Mr. Shelley originally had the floor. 

Mr. Bonner. Oh, yes. Excuse me. 

Mr. Sueitry. I would gather from several remarks that you made 
up to this point, Mr. Rothschild, you have some information or some- 
thing in mind that leads you to believe that the people who will be 
interested in this program will be major oil companies. 

Mr. Roruscuiip. When we originally designed this program, it 
was with the major oil companies in mind and the Navy program, 
which I referred to earlier, was designed to interest the independent 
operator. 
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Since we originally started talking about this, it appears to me 
that. in addition, there may be eases where some of the major oil 
companies would prefer to charter vessels rather than to own them, 
maybe in combination with the independent tanker operators, and 
work out some contractual arrangement which would be found to be 
enhanced by this legislation. 

Mr. Surtiey. Are any of the major oil companies building tankers 
or have they built any mM the last 3 or 4 vears ¢ 

Mr. Roruscui. Yes, sir. 

Mr. Sneittey. What i pe have they built ? 

Mr. Roruscutp. In the main, they have built tankers which best 
suit their own commercial requirements. 

Mr. Snuetiry. Let me put that a little differently: Are they of 
larger type than the tankers now in use / 

Mr. Rornscuiip. Generally; yes. 

Mr. Suetitey. Where have they been built ? 

Mr. Roruscuiip. Many of them in the United States and some of 
them in foreign countries. 

Mr. Sueiiey. Have the tankers that have been built by the major 
oil companies in American yards neem operated under American flag? 

Mr. Roruscutip. Most of them have: some have not. 

Mr. Suetiey. We might as well lay it right on the table. When vou 
ay this would help the major oil companies, it is not that Iam opposed 
to the major oil companies ; but there is a little question in my mind, 
iooking at what some of the major oil companies do in a business way 
over the vears, whether thev need he Ip Inge tting t: ankers. 

Mr. cnet mitp. I don’t see this is designed to help the oil com- 
panies. I see this as helping the Government and asking the oil com- 
panies to make a contribution of invested money ahead of the time 
when they would normally be required to replace these 10-, 11-, 12- 

ear old vessels. 

Mr. SHetitey. Then what is the reason for that—just simply to in- 
crease the reserve fleet and, as part of it. to encourage them to build 

American yards : and operat ate Ameri ‘can ¢ 

Th ider this th ‘vy would hi ave to, wouldn’t they ? 

Mr. RoruscHi. Yes, sir. 

Mr. Suentiey. And that, mn — would be an additional defense 
factor although not allowable financially; I mean it would have its 
value in a defense wav. would it not ? 

Mr. Rornscuinp. It would be an additional means of preserving the 
hipyard skills by providing some work to the yards. 

Mr. Sueititey. And would it cost the Government any more than if 
they went out to the major oil comanies to buy this tanker tod: ay that 
the major oil company now owns without any replacement progr am ? 

Mr. Rornsciip. To answer that, I would have to give vou some 
heures wnie h mi L\ or may not he cood tod; ay. ' 

There has been no trade, as I understand it. in American tankers for 
some months. 

Mr. SuHeiiey. You mean trade in title and sale? 

Mr. Roruscninp. Yes, sir 

Mr. Sueniey. Or transfer of title? 

Mr. Rornscnitp. Yes, sir. 

We have an estimate, dated after January, I believe, January of 1954, 
from a qualified person who says that on a free-buyer and free-seller 
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basis a T-2 tanker, under American-flag operation, could probably be 
sold and bought at about $700,000 per vessel. At the same time, he 
indicates that the world price of the same vessel would be $1, 165,000. 

Now, our estimates indicate that our allowance, the Government’s 
allowance, for these vessels, based on the company’s depreciated book 
values will be somewhere between $900,000 and a million dollars. 

Mr. Dies. Mr. Shelley, let me ask you this: Do you know what the 
average of these t: ankers or the per iod of their usefulness is? 

Mr. Suetiey. Well, the ordinary life of the general commercial 
vessel is supposed to be 20 year's. That is we recognize it as such, 
unless it has been rebuilt and reconstructed to a great extent; but, gen- 
er: ally, they consider the life of a tanker to be less than that, and I 
have never heard any set number of years because of the factor that has 
been pointed out to the committee, in some other discussions of the 
heavy deterioration suffered by a tanker due to the corrosive influence 
of its cargo, varying types of cargo, and I suppose a tanker, too, could 
be pretty thoroughly rebuilt inside, except the shell, the hull shell, 
would have certain deterioration that you just couldn’t eliminate. 

Mr. Dirs. Is there any precaution we could take in this bill to keep 
the Government from getting tankers or some tankers that would have 
a very limited life left 

In other wards, let’s say someone has got some old tankers they 
were going to replace anyway, and they got an opportunity - sell them 
and get some new ones. That probably will not happen, but human 
nature is human nature and I am wondering if any precaution, if any- 
thing, could be put in the bill that would safeguard the Government 
against that sort of contingency. 

Mr. Bonner. Mr. Dies, that was just the question | was approaching 
of the witness, and his answer to me was to leave that with the Sec- 
retary of Commerce. 

Mr. Dries. I didn’t hear you. 

Mr. Bonner. I approached the witness on that very question. 

Mr. Dies. Yes. 

Mr. Bonner. And his answer was to just leave that in the hands 
of the Secretary of Comerce. 

Mr. Dies. Of course, the Secret: iry of Commerce is never going to 
see one of these vessels. He has got to act Sinemet somebody. 

Mr. Bonner. I say I didn’t question the present Secretary or any 
future Secretatry, but that is the very point which has been pointed 
out, and which Mr. Shelley mentioned. The deterioration of t in 
terior of tankers and certain inspections they have and oleae ‘or 
not at the time of this trade-in there would be an inspection or what 
type of inspection there would be to see this tanker had to be re 
built— 

Mr. Dies. Mr. Bonner, I don’t accuse or even suspect any of these 
legitimate companies of wanting to do : ee: improper, but human 
nature is human nature. You have got a bunch of old tankers, and 
you are naturally going to pick one and, just naturally, like with old 
cars, you are going to pick one you want to get rid of: and if you get 
a chance to unload you are certainly not going out here and get the 
best ones. 

Mr. Bonner. This is a serious question. 

Mr. Dies. The point I am interested in and what I want to know is: 
How can we do something, put something in the bill, some method or 
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some language whereby we can protect our country, our Treasury, 
from that sort of thing, if it should happen ? 

It may never happen. 

Mr. Bonner. Now, on the other hand, to go further with your con- 
versation—and this is a serious question—there is no doubt about the 
country needing these tankers. We have all types of laid-up naval 
vessels, fighting vessels. 

Mr. Dies. Yes. 

Mr. Bonner. They have to be supplied. They are in mothballs now. 

Yesterday, with an overwhelming vote, we just gave complete au- 
thority to the national defense to do anything they want; but in this 
case it is the responsibility of this committee, in a national-defense 


angle, to make provision for the carrying of commerce and the mer- 
chant marine as an adjunct to the national defense. We don’t get it 
as easy as the armed services oToup get theirs. 

So, I think it is healthy that you do develop this point and ask the 
witness what provision we could put in this place where we trade in 


to spell out a little better what should be done. 

Mr. Suexiey. In what condition ? 

Mr. Bonner. In what condition the tanker should be in or whether 
it had been re paired recently, or something of that nature, which was 
called to our attention by a former witness. 

Apparently a tanker might be sailing along on the high seas, and 
QO. K., but as for the interior part of it, as I understand it, she might 
need a general overhauling at the time you trade her in. 

Mr. Roruscuitp. Mr. Bonner, may I refer you to page 4 of my state- 
ment which I filed with the committee here. The second paragraph 
on the page reads: 

With respect to the requirement that the tankers traded in be in “condition 
satisfactory to the Secretary of Commerce,” we believe that the spelling out of 
the details of the physical condition at the time of delivery is a matter of admin- 
istrative detail. However, when such matters are resolved, complete details will 
be published in the Federal Register so that all interested parties may be apprised 
of the requirements. 

Mr. Suetziey. That is after the fact, isn’t it? 

Mr. Roruscuiwp. No, sir. 

Mr. Suetiey. Isn’t it? 

Mr. Roruscnimp. Oh, no. That is before. 

Mr. Suetiey. After a contract price and the deal has been nego- 
tiated, before execution or consummation of it, notice will be given by 
publication in the Register at that time, so if anybody or this commit- 
tee wanted to raise a question on a certain sale or acquisition by the 
Government of an old tanker, they could do so. 

Mr. Rorusciutp. Correct. 

Mr. Sueviey. All right. 

Mr. Srety-Brown. Would you yield at that point, Mr. Shelley ? 

Mr. Suetiey. Yes. 

Mr. Srery-Brown. In other words, no matter what provisions we 
might spell out in the law, eventually a person somewhere has got to 
make an inspection, and that person is just as subject to the influences 
on human nature you referred to, Mr. Dies, as anybody else. 

A person has got to say, “yes or no; it is either in condition or it is 
not,” Mr. Rothschild says, administrative detail that will be published 
in the Federal Register so that everybody, the Members of this Con- 





TANKER TRADE-IN LEGISLATION 19 


gress and the committee, can take a good look at it. If the details 
which have been set up are not correct in our judgment, we still reserve 
the right to do something about it before any transaction takes place. 

Mr. Roruscuitp. That is the way it seems to me. 

Mr. Dies. Of course, this is the fatal weakness: If that is true, 
this will all be a blanket delegation. 

Mr. Seery-Brown. Oh, no. 

Mr. Dies. We set up standards in all of our legislation so that those 
who administer it can be held accountable; they can’t alibi by saying, 
“T had discretion.” 

Here is the standard. We spell it out in certain terms. 

Now, if you are going to buy a used car, you can look in the Blue 
Book and see wh: at it is worth for its age. There is some protection 
there. 

But what I am trying to inquire into: Is there any feasible way we 
can write into this bill some standard which, if it is administered 
honestly, will protect the people of our country ¢ 

Mr. Totierson. Might I just suggest at this point that the Ad- 
ministrator give consideration to the question we have now been dis- 
cussing and perhaps come up with some suggested language that might 
take care of the problem that is in our minds rather than 

Mr. Suetiry. Now, right along that line, Mr. Chairman, may I 
ask Mr. Rothschild the following questions, which I think will—at 
least I will attempt to—highlight the point: Is there anything in 
the bill at this point that sets up a minimum age or a maximum age 
of the vessels to be purchased ? 

Mr. Roruscuitp. Ten years is the minimum age. 

Mr. Suetiey. Minimum age. 

Mr. Rornscnitp. Yes, sir. 

There is no maximum. 

Mr. Suetitey. There is no maximum age ¢ 

Mr. Roruscutm. No, sir. 

Mr. Suetiey. Is there anything in the bill which requires the ves- 
sels to be in class, to use the term which is generally understood, 
ready for sea? 

Mr. Roruscuixp. No, sir. 

Mr. Suettey. And meeting all the requirements of the ABS, the 
Coast Guard and everything ? 

Mr. Roruscuintp. No. 

Mr. Suevuey. I am talking about the vessel that is to be traded in. 

Mr. Roruscuiip. Yes. 

Mr. Surettey. There is nothing requiring it to be in class. 

In the operation of tankers, you can take five ships built in the same 
yard, and all lauched at the same time, and that have all been in the 

same service generally, and you will find some of them that will be 
lemons and a couple of them that will still be very good ships after 
6, 8, 10 years of service. 

Suppose you are going to buy a couple of those vessels from com- 
pany A. Will you ‘tell me what steps are taken by the Secretary of 
Commerce, the Federal Maritime Administration, if it is so delegated 
to them, to ascertain the value that they will place on such a vessel 
or the purchase price they would start talking about ? 
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Mr. Roruscuip. Well, the outside limit of money that can be paid 
for the vessel by the terms of this act would be the company’s own de- 
preciated book value. 

It would seem to - that any administrator who had the duty 
delegated to him would deduct from that any deficiencies which he 
might find in the vessel. 

Mr. Suetiey. All right. then; tell me how you go about finding 
them 7 How do vou want the record completed on it? 

Mr. Roruscuip. If we do not have a our staff people who 
ire qualified to make the inspections and give a report as a ao 
of their instruction Ss. we would emp loy he people and would | e 
guided by the reports which were m: ide to us by those qualified and 
expert people. 

Mr. SHELLEY. All right: let’s take the same two vessels, vessel 
No. 101 and vessel No. 201, and company A comes to you and Says, 
“We want to turn in these two vessels under the act, which results 
= m pas sage of 9252. and we are voll Y” To build two large, fast 


anke rs. 
Let’ S assume for the moment 1 of those ve ssels is a lemon: ] of 
those vessels is in good shape. He comes to you and he Says, “Tn 


1944 these vessels were built. They cost $314 million apier e. Since 
that time they have been de /preciate d to the extent of $114 million each. 
Since that time, certain improvements amounting to a half million 
dollars or a quarter of a million dollars has been put on each one of 
them.” 

So, there you have got $2 million, after the depreciation, and a half 
nn) llion dollars in improveme! ts. Where do you vO from there? 

You start out then with the same price on both vessels: is that ri 
at that point ? 

Mr. Roruscnitp. Yes. 

Mr. Srretiry. Now, where do you go from there? 

Mr. Roruscninp. Well. if IT were administering the act and that 
situation came up—and let’s suppose that one of them had a damaged 
rudder—— 

Mr. Suetiey. Yes. 

Mr. Roruscuitp. I would say to the person wanting to trade the 
vessel in, “Either replace or repair the rudder or take a price which 
will enable the Government to do so, less than vour book value, and 
we'll make a deal.” 

Mr. Suetiey. Suppose there was a certain. sort of inherent defi- 
ciency in the propulsion machinery of one of the vessels. 

Mr. Rornscuirp. It is proposed that the vessel will be in usable 
condition. 

Mr. Suertry. Now, let me take the next step: As IT understand it, 
it is the practice of the Federal Maritime Administration to put 
vessels in class before they are put in service for such use; is that so? 

Mr. Roruscutp. Yes. 

Mr. Snetxiey. Is that = 

Mr. Roruscninp. hes S 

Mr. Suetiry. Now, take in second vessel, which was in worse con- 
dition, and you find you have to spend several hundred thousand 
dollars to put that vessel in class so that it can be safely and profitably 


used by the Government in an emergency; yet, you have paid the 
same price for both vessels. Is that a good deal? 


rht, 


‘ 
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Mr. Roruscnip. In the total workings of this bill, it is presumed, 
if we go the full limit of the authority, we will be trading in 40 vessels 
for the building of 20 new vessels. 

Now, in the acquisition of 40 vessels, an average would be worked 
out. Some vessel would naturally be better than some other vessel, but 
an average will be worked out; and we have the feeling, if the Govern 
ment acquires, on the average, 40 vessels which are currently owned 
and operated by the major oil companies, at the price at which those 
vessels stand on the oil companies’ books at the date of acquisition, 
that it will have made a good purchase for itself. 

Mr. Suetiey. At this point, are there any assurances from any of 
the major oil companies that they would actually take advantage of 
this program, if it were enacted 4 

Mr. Roruscnuitp. We have discussed this with a number of the 
major oil companies and while we have no definite assurances from 
any of them, we have indication of considerable interest. 

Mr. SHELLEY. They have indicated considerable interest ? 

Mr. Roruscuivtp. Yes, sir. 

Mr. Sueniey. That is all I have at this point, Mr. Chairman. 

Mr. Totierson. Are there any other questions ? 

Mr. Dies. I just want to ask one right there: Do you have in mind 
how long this tanker must be usable ¢ 

You say the standard is: Is it usable ? 

Do you have in mind the question of whether the Government can 
use it 2,5, or 6 years / 

Has anything been worked out along that line? 

Mr. Roruscuitp. It works itself out automatically, Mr. Dies, in 
this respect: If a 12-year-old vessel is traded in, the trade-in allow- 
ance for that would be substantially higher than if an older vessel 
were traded in. So, the Government would be acquiring at the 
traded-in price a usefulness proportionate to the price which it paid, 

Mr. Dies. In other words, one of them might be usable for 2 or 3 
years: another for 5 years, and so on and so forth. 

Of course, you pay for whatever usability there is left. I under- 
stand that, but I thought perhaps they had in their program that they 
had reached some conclusion as to how long they thought this thing 
ought to be usable. 

If you are going to buy a second-hand car, you would have in mind 
whether vou wanted a car which was a 1945 or 1950, a car that you 
could use 5 more years, 4 more years, or 5 more years. 

Mr. Roruscuiip. It is a general assumption that these vessels are 
worth less after 20 years. However, the records will show there are a 
number of tankers in operation that are older than 20 years. 

Mr. Dies. Surely. 

Mr. Rormscuitp. Now, let us suppose one of these vessels which 
would be acquired under this would be 19 years old and let us suppose 
that company, as the common practice, had depreciated that vessel on 
a 20)-vear-life basis. The Government would then pay 5 percent of the 
original cost of that vessel or something in the neighborhood of a 
hundred thousand dollars for a T-2; and if it got its year’s use out 
of that vessel, it would have received its money’s worth; but if it was 
able, because of emergency conditions, to operate that vessel for 
longer than a year it would have gotten what amounts to a bonus. 

47679—_54—4 
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Mr. Totterson. Theoretically, if the ship had useful life of 6 years 
the Government, from what you say, would then obtain 5 years’ free 
use / 

Mr. Roruscurp. That is correct, so far as investment is concerned. 

Mr. To.ierson. That is right. 

Mr. Roruscuip. I am told by experts in the field if a vessel has 
been used in what is called the black-oil trade, it has almost an indefi- 
nite life; that there is practically no depreciation. 

Mr. Dies. Do you have any information as to what depreciation 
they are taking generally / 

Mr. Roruscuitp. Generally, they are being depreciated on a 20- 
year basis. 
~ Mr. Dres. That is generally true throughout ? 

Mr. Roruscuiip. Yes, sir. 

Mr. Dies. Except in those cases where there is settling ? 

Mr. Roruscuiip. That is correct. 

Mr. Pimper says he does not, of his knowledge, know of any tankers 
which have any accelerated depreciation. 

Mr. Dies. So that the standard depreciat ion 1s 20 years / 

Mr. Roruscuivp. Correct, sir. 

Mr. Dies. Approximately. 

Mr. Roruscuinp. Yes. 

Mr. Totierson. Under the terms of the bill you are not required to 
accept a trade-in unless you are satisfied the vessel which you are tak- 
ing is in good condition ? 

Mr. Roruscuixtp. That is right, sir. 

Mr. ToLuerson. Yes. 

Mr. RoruHscuiLp. It must be acceptable to the Secretary of (Com- 
merce, 

Mr. Totierson. I don’t know whether you answered this question 
or not, but suppose an oil company trades in some old tankers and they 
build hew ones, Will those new ones be operated under American 
flag ? 

Mr. Roruscuip. Yes, sir. 

Mr. Totterson. Are there any other questions now of the witness ? 

Mr. Roseson. Mr. Chairman, I am quite certain there will be a lot 
of questions asked if this measure comes to the floor. Maybe I ought 
to be able to answer some of them. Idon’t think I can. . 

There is the suggestion there ought to be 40 tankers traded in and 
20 tankers built; is that right? 

Mr. Roruscuitp. Yes, sir. 

Mr. Roseson. But there is nothing that really specifies that in the 
legislation, is there / 

We provide for trading in a tanker or tankers. but the question is 
how many tankers will be traded in under this program. 

Mr. Roruscuiip. I don’t—— 

Mr. Roseson. How many tankers would be traded in ? 

Mr. Roruscnuivp. There is no limitation in the bill. 

Mr. Rosrson. That is what we will be asked. 

Mr. Roruscuitp. However—— 

Mr. Rogeson. I assume it will be 1 for 1, or 2 for 1. 

Mr. Roruscutw. Yes. 

Mr. Rogsrson. Probably 2 for 1. 

Mr. Roruscuiip. Probably 2 for 1. 


Ee 
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Mr. Rowrson. Somebody will say, “Well, what about 10 for 1?” 
What would I say? 

Mr. Roruscuip. It provides they must be of comparable utility. 

Mr. Rornrson. Yes; but in number it could be more than one. 

Mr. Roruscuttp. The T-2 or 15-ton tanker at 15 knots. 

Mr. Rosrson. It is limited by the tonnage requirement, or is 1t—— 

Mr. Rornscuip. Tin the comparable utility. If new vessels are 
going to be built, they must pretty well match on a trade-in basis. 

Mr. Ropeson. But it is not tied down ? vecifically, is it ¢ 

Mr. Roruscutmp. I refer to section (¢c), paragraph (c), of section 
510, of the 1936 act: 

The utility value of the new vessel for operation in the domestic or foreign 
commerce of the United States shall not be substantially less than that of the 
obsolete vessel 

Gross tonnage of the obsolete vessel may exceed the gross tonnage of the 
new vessel in a ratio not in excess of 3 to 1 if the Commission finds the new 
vessel, although of lesser tonnage, will provide utility value equivalent to or 
greater than that of the obsolete vessel. 

Mr. Roprson. So, we have got a 3 to 1/ 

Mr. Roruscinnp. Yes. 

Mr. Roneson. Not to exceed 3 to 1? 

Mr. Rorusenitp. Correct; but its utility value must be the equiva- 
lent to or greater t han that of the obsolete vessel. 

Mr. Roreson. I am interested. If we intend to do this, we better 
be able to sell it. 

Mr. Suettey. In other words, the basic criteria would be tonnage? 

Mr. Roruscnivp. The tonnage and speed. 

Mr. Suetiery. I was going to come to that; but to start somewhere, 
the basic criteria would be tonnage. I mean since we had the bill 
last year, referred to as the 2-for-1 bill—it sort of liad that label put 
on it because the idea has been around that basically we would turn 
in two T-2’s of 15,000 tons for a new, faster, bigger tanker of be- 
tween 24,000 and 30,000 tons, something around that, thirty, thirty- 
one thousand tons—I would say that would lead one to the thought 
that the basic criteria would be tonnage; then modified possibly by 
additional speed. 

Mr. Roruscuitp. Which we compute in a rough way by multiply 
ing the tons times the knots to develop a theoretical capacity for both 
the old and the new tanker. 

Mr. Suettey. What relation is there between the book value of a 
vessel and the useful life of a vessel the Government wil] acquire as a 
result of paying the book value, less depreciation ? 

Mr. Roruscuinp. Based on corporate practice, the vessel would 
have a dollar value equivalent to its undepreciated value or current 
book value. That is the price the Government would be allowing on 
the purchase, on the building of a new vessel, and I think it can safely 
be presumed that if a vessel had that value to a major oil company 
it would have an equivalent value, if not a greater one, to the Gov- 
ernment, particularly in times of emergency. 

Mr. Suetiey. Now, that wouldn't hold true in every vessel. 

Let’s say the book value—in fact, to use your own expression a 
while ago—that a tanker that has been carrying black oil may not 
have had the deterioration in its deep tanks’ and its bulkheads that 
a vessel carrying high-octane gas would have. How would this same 
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situation apply, because the company probably carries both of them 
on their books, if they are both built at the same time and at the same 
age’ They would CATTY them at the same book value, wouldn’t 
they? 

Mr. Roruscutip. Very likely. 

Mr. Sueiiey. Now, one of them has a usability for the reserve 
fleet uses that the other does not. doesn’t it ? 

Mr. Rornscuitp. It does have, in that it has a long and useful life 
in the black-oil trade and the Government will have need for vessels 
to be confined to the black oil trade. 

Mr. Suetiey. What about the other one that has been carrying 
high-octane and there has been a greater extent of deterioration ? 

Mr. Roruscuinp. I am told it is the practice among the oil com- 
panies to use the vessel for the different trades for different periods of 
ts life; that once it goes into the black-oil trade at a certain age, its 
further deterioration is practically nil. 

Mr. Rorrson. Can I ask another question ? 

I don’t notice these tankers need to be American-flag tankers traded 
in. Is that what they intend or do they have to be under that 
provision ¢ 

Mr. Roruscuirp. No, sir. They do not have to be American-flag 
tankers. 

Mr. Rorgson. Neither do they have to be built American, do they? 

Mr. Rotruscuiip. No, sit . 

Mr. Bonner. What? 

Mr. Roseson. They don’t have to be built in American yards or 
under American flag. 

What I am trying to do is to get answers to questions that can be 
asked that I can well anticipate. 

Mr. ‘TOLLEFSON. Your question ig- 

Mr. Ropeson. Whether the tankers we trade in have to be of 
American registry. 

Mr. TorteFson. And thé answer was “No”? 

Mr. RoTus« HILD. No: they do not have to he. 

Mr. Roreson. Nor that they have been built in American yards. 

Mr. Touierson. But the new ones—— 

Mr. Roruscuitp. But the new vessels—— 

Mr. Rorrson. The new vessels have to be built at American yards. 

Mr. Bonner. Do I understand any foreign-flag-operated tanker 
would come under the provisions of this act? 

Mr. Roruscuimp. It has to be owned by a citizen of the United 
states. 

Mr. Bonner. Yes. 

Mr. SHevirey. Can a citizen who wants to avail himself of the 
provisions of this bill, providing it becomes law, go out and acquire 
some tankers that are at a knocked-down price in the world market 
somewhere that have been built abroad and operated abroad, bring 
them here and go to you “_ propose a deal ? 

Mr. Roruscnitp. Yes, sir: but he would not profit thereby because 
the only trade-in allowance ‘th: at would be granted to him would be 
his acquisition price less depreciation from the date of acquisition to 
the date of trade-in. 

Mr. Suetury. His purchase price of the vessel. 

Mr. RoruscnHitp. Yes, sir. 
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Mr. Suetiey. Plus depreciation from the date he bought it until 
the time he turns it in? 

Mr. Roruscuinp. Yes, sir. 

Mr. Dies. Do these tankers have any resale value¢ Is there any 
place they can sell them? Do they ever sell a used tanker ? 

Mr. Roruscuimp. I didn’t hear you. 

Mr. Dirs. Do they ever sell a us sed tanker ¢ 

Mr. Roruscuiwo. Oh, surely. 

Mr. Dies. Trade among themselves ? 

Mr. Roruscuiip. Not lately because of the fact there has been a 
weak market; but there are normally sales, quite frequent sales, in all 
kinds of ships. 

Mr. Suetziry. That leads me to another one that is in my mind: 
Some of these wise boys that spec ulated — the ship sales program 
and picked up some ships from a direct purchase from the Govern 
ment or subsequently picked them up at even reduced prices from 
the original buyer, and who have purely been ne ulators in the field, 
come in under this act and bail themselves by turning in two tankers 
for which they have no use now and get back in the business with a 
new, fast, bigger tanker. 

Mr. Rorsscuitp. This bill is designed to eliminate any such 
possibility. 

If you gentlemen in your great and good judgment feel that we have 
left any loopholes, we ‘would cert: ainly be glad to have you add to this 
legislation anything that could prevent any such thing happening. 

Mr. Bonner. Well, then— 

Mr. SHELLEY. Go ahead. 

Mr. Bonner. As I understand it, the definition of the words “in 
class” is: The vessel is in best scomitinns passes all inspections at the 
time she is in class. 

Mr. Suetiey. Ready for sea. 

Mr. Bonner. Ready for sea and all. 

Mr. Roruscuip. Yes. 

Mr. Bonner. Well, on page 2—“is in condition satisfactory to the 
Secretary of Commerce”—would you object to putting in that line 
that she is in class in accordance with all the terms that the word 
implies? 

Mr. Rorusciitp. We purposely left that out, Mr. Bonner, because 
it was anticipated that some of the in-class requirements might add 
to the cost of the vessel and be unnecessary for layup. 

Mr. Bonner. Yes, but when you take it out to use it in case of 
emergency, then you are going to have to put it in class, 

Mr. Roruscuitp. Such things as— 

Mr. Bonner. Pardon. 

Mr. Roruscnitp. Such things as there are 

Mr. Bonner. Now, I want to go along with you, but I still want to 
be very careful about this. That is the reason I was very cautious 
about the bill we had on the calendar, and you say you ¢ andi teed this 
very thing I have brought up here and that you wanted to leave it out. 
You decided it was best to be left out. 

Now, you cannot turn around then and say you brought this ship 
into the reserve fleet, but you would take it out again and put it into 
service, national defense, without putting it in class. 

Mr. Roruscuirp. That is correct. 
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Mr. Bonner. That is what you do. 
Mr. Roruscnitp. But may I call your attention to this—— 
Mr. Bonner. But particularly if it has been a foreign ship that we 


don’t know anything about. 


Mr. Dies. Mr. Bonner— ! 
Mr. Roruscump. One of the things that would be required to be in 


class would be fire hoses. 

Now, if we required the ship at trade-in to have new fire hoses or 
satisfactory fire hoses aboard, and we lay her up for a period of years, 
those hoses will again need replacement. 

Mr. Bonner. Yes. 

Mr. Roruscutp. So, that, it seemed to us, was a foolish expenditure 
of money. 

Mr. Dies. Mr. Bonner. 

Mr. SuHeviey. Can I—— 

Mr. Bonner. We can take care of that. 

Mr. Suetiey. Can I— 

Mr. Bonner. We can take care of that. 

Mr. Suetiey. Let’s take a situation where you buy a vessel, built 
foreign; it has been operating foreign; she has just recently been 
acquired by a citizen of this country, and he offers it to you on a trade. 
Their structural requirements are different than ours. They don’t 
have all the safety factors that we require in our vessels. There are 
any number of things that may not be incorporated in the original 
building. Usually, when you take a look at it, they are in a pretty 
lousy condition as compared with the standard upkeep and mainte- 
nance of an American vessel. 

Now, we take her in. We put her in layup and then a time comes 
when we have to use her. Isn't it going to cost us quite a bit of money 
to put that vessel in a condition where she can be operated under the 
American flag and meet the safety requirements that our code requires, 
if she is going to be used at all? 

Mr. Roruscui.p. I presume it would, but I don’t see anything in 
this legislation that makes it mandatory on the Secretary of Com- 
merce to do just that. He has the discretion in there, and if he is 
carrying out his job in a proper manner he is not going to buy any 
vessels or not going to trade in any vessels of that character. 

Mr. Bonner. I grant you that, and we don’t want to question the 
present Secretary and former Secretary, but Admiral Leahy testi- 
fied to this fact we are discussing now with respect to the construction 
of American-built vessels and foreign-built vessels. 

Mr. Roruscuitp. Would you like 

Mr. Bonner. And some of the testimony came up in your Corn- 
husker business, and then again it came up i 1 something else. He 
testified about this very question we are raising now, and when you 
talk about bringing in any foreign tanker, or taking in any foreign 
tanker, which somebody picks up and brings in here, I want all the 
precaution I can get, Mr. Chairman, placed in this trade-in inspection. 

Mr. Roruscuitp. Mr. Bonner, I do not believe it would seriously 
interfere with the functioning of the program which is contempl: ited 
under this legislation to confine the trade-ins to American-built 
vessels, 

Mr. Bonner. I really am sympathetic to try to get some tankers, 
because I have been told we should do something about it. I don’t 
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want to go into something that might bring some criticism on you, 
or might ‘bri ing some criticism on your successor, if you should happen 
to have one. 

Mr. Roseson. Mr. Rothschild, can I interrupt 

Didn’t I understand you to say you did think it would be satisfactory 
to confine it to American vessels ? 

Mr. Rornuscuitp. Yes, sir. 

Mr. Roprson. I think that would be very helpful. 

Mr. Bonner. But haven't I seen somewhere, or heard somewhere, 
that you would classify as an American vessel one having been owned 
by a citizen at least 3 years? 

Mr. Roruscuiip. That is specifically waived as proposed in this 
piece of legislation. 

Mr. Bonner. What is that? 

Mr. Roruscump. We specifically waived the 3-year requirement. 

Mr. Bonner. A man having owned a vessel, foreign built, for 3 
years—it would be considered an American vessel under this act? 

Mr. Roruscuitp. No, sir; we do not require—— 

Mr. Bonner. May I see that? 

Is it in your statement some place? 

There is something about a 3-year ownership. 

Mr. Pimper. The original 510 required that the vessel be owned by 
a citizen and owned by that citizen for a period of 3 years prior to its 
being traded in. 

This bill waived the provision with respect to ownership by that 
citizen for a period of 3 years and just requires that it be owned by 
a citizen. 

Mr. Suetiey. Owned by a citizen at the time— 

Mr. Prmprr. That is right, sir. 

Mr. Suetury. He makes the deal with you? 

Mr. Pimrer. That is right, sir. 

Mr. Suetiey. Then that leaves the way open for him to acquire 
a vessel this week and make a deal with you? 

Mr. Pimper. That is correct. 

Mr. Suewiey. Is that right? 

Mr. Pimper. That is right, sir. 

Mr. Roruscnitp. Without profit to himself. 

Mr. Suetiey. Wait a minute. Tl tell you this: I am like Mr. 
Bonner. I want to find a way to help on this program. I am sold 
on the need for some fast tankers, but I am going to be very cautious 
about leaving loopholes in the program, and one of the things that 
has occurred in my mind is that in World War IT we bought or 
acquired—what was the name of that ship that caught on fire and 
turned over up in New York? 

Mr. Pimpver. The Normandy. 

Mr. Roruscuttp. The Vormandy. 

Mr. Suetitey. The Normandy, one of the fastest, biggest, most com 
modious vessels afloat at the time, and then we found, in addition to 
converting her to general troop transport and taking the luxury items 
out. as I remember reading a lot of hearings on that, that there were 
a great deal of requirements that had to be put in to meet our idea 
of safety, and she was laid up there for about a year, while they were 
working on her, and finally was a total loss because of the fire; and 
this goes through my mind: Joe Blow comes along and sees this law. 
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He goes out and he buys a couple of Greek, Italian, Panamanian, 
Honduran tankers that you or I would not sleep aboard, or that any 
American, self- respecting American, would go aboard. You would 
yrobab ly think a long time before you made a long trip aboard her, 
and the following week he comes to you and he makes a deal. You 
give him a book value. You drive a good, hard bargain with him. 
He doesn’t make an awful lot out of that because he has got a new 
tanker, but he has got out of this deal capital with which to start 
building the new tanker. He is back in business. 

Now. he has made a good deal for himself. You have driven a 
hard bargain on the acquisition price and you have m: ade a deal, but 
along comes i period of emergenc y and you have to use that vessel, 
and you are going to man it with American kids, and you are going 
to be required, under the law . to meet the Ame r ic an sté and: rds of the 
American safety at-sea requi ilrements. 

Now, are you going to find yourself, if you have got a flock of that 
type of vessel. uni ab le to use them ee the 2y are voing to be 1 1 na 
shipyard for a vear, a year and a half, spending almost as much again 
to put them in condition for use as you paid for them originally ? 

Maybe you have the answer. M: iybe that won't occur, or can’t 
occur, 

Mr. Weeks is a very successful businessman. Mr. Rothschild is 
a successful businessman. 

I think you would probab ly have that in mind, but you might have 
some other Sec retary of Commerce or some other Feder: il M: aritime 
Administrator, somewhere along the line, while this is still active, 
and you have to write laws for the situations, not for just the man 
that is administering at the time. 

Mr. Rornscuirp. This is confined to a period ending in 1958. 

No. 1. 

So, it isn’t a permanent piece of legislation. 

Mr. Sretitey. You don’t know what will happen between 1956 and 
1958 or who will be in. 

Mr. Dies. Mr. Shelley, may I ask you something in that connection ? 

If we need these vessels and they have got them idle all over the 
— l, why not tell the Government to go in there and buy them as 
cheap as they can. 

I imagine they would get some pretty big bargains. 

Why go through this process and get them ? 

Mr. Bonner. It is a fact, though, Mr. Dies, we need some large, 
fast tankers. There is no doubt about that. This is a means of see- 
ing if we can get them built and sponsored by American industry. 

Another— 

Mr. SuHetitey. Can I-—— 

Mr. Bonner. Yes. 

Mr. Suetiry. I like this type of hearing, by the way, just like we 
are doing here, just sort of kicking these things around. TI think 
is very productive in bringing everything out. 

Can vou give any answers on that? 

Mr. Rorris minp. I think I ean. 

First of all. vou must remember there is no profit on a trade-in. 

Mr. Suetiey. Yes. 

Mr. Rornscuitp. So anyone’s inclination to rush out and buy 
tankers, to take advantage of this, I think is wiped out. 
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I can’t see why, if you can’t make any money on it, you would 
want to do it. 

Beyond that, if you would like to have a requirement in the law 
that any traded-in vessels must have been owned by an American 
citizen, not particularly the man who is going to trade it in, but must 
have been owned by an American citizen for 3 years prior to the 
trade in, we do not think that would Impose uny bar to the workings 
of this legislation, and that may be an answer to a large part of your 
problem because if they have been owned by American citizens and 
operated under the American Bureau of Standards requirements, for 
3 years, they would meet the objection which you have. 

Mr. Suetiey. That is true. 

Mr. Roruscuitp. But we do not think it should be confined to tne 
particular citizen who is trading it in because that would inhibit the 
operation of the act. 

Mr. Rosrson. You answered right then one of the questions I knew 
would be asked. 

Mr. Dies. Mr. Rothschild, you are pretty well satisfied with that, 
that you can get a good job done? 

Mr. Roruscnitp. Mr. Dies, I don’t believe this represents the total 
answer. 

Mr. Dies. Oh, I know it doesn’t. 

Mr. Roruscuixp. I think this is an approach to it which will be 
helpful in solving some part of the necessity and near for 
having laid-up tankers in our reserve fleet, and that the Navy program 
will do an additional job. 

Beyond that, there will have to be additional legislation and addi 
tional programs which will eventually furnish a sufficient number of 
vessels in the fleet to protect ourselves. 

Mr. Suetiey. We are anxiously awaiting for that wonderful 60 
ships a year. 

Mr. Totierson. Your chairman has introduced legislation that will 
make that possible. 

Mr. Sueitiey. Good for him. 

Mr. Totuerson. Although we believe we have the right to do 
right now, if we just had the money. 

Mr. Sueiiey. It isjust money. You have to have a way to spend it. 

Mr. Toterson. Now, I think—— 

Mr. Bonner. Page 2, line 14: 

In the event that the United States acquires ownership of such new tanker, 
the price paid therefor shall not include any amount for national defense features 
paid for by the United States 

What is your definition of that? 

What do you include in national defense features ¢ 

Mr. Roruscuitp. It is contemplated that in this tanker program the 
only national defense feature will be speed. 

Mr. Bonner. Speed. All right. 

Since we enter into such an agreement like that, what kind of 
arrangement would be made in case of an emergency and the United 
States would have to acquire a high-speed tanker? What kind of 
ticket would be written in as to the price ? 

Mr. Roruscuiip. Section 902 of the act provides for just com 
pensation. 
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Mr. Bonner. Whatever the world market is? 

Mr. Roruscuip. Of any vessel, whether a tanker or any other kind 
of vessel. 

Mr. Bonner. In other words, if the evaluation of a tanker had gone 
up 10 times, you would be paying that price? 

Mr. Roruscump. That is the way the act is currently written; 
yes, sir. 

’ Mr. Totterson. Mr. Rothschild is generally always available in 
town. So, we can call him back again. 

Mr. Gamble is here, as I understand it, from out of town. 

Is that correct ? 

Mr. Roruscuip. Yes, sir. 

Mr. Touiierson. I think we ought to give him an opportunity to 
testify. So, if you will sus pend, Mr. Rothschild, we will call Mr. 
Gamble. 

Mr. Bonner. Mr. Rothschild, the next time you come back, bring 
us a little picture of a sale, just supposing two tankers were so much; 
you would allow so much for what it would cost, and then what the 
new tanker would cost. 

Mr. Roruscuitp. I will be happy to do that, s 

Mr. Bonner. I would just like to see that, to see whether or not it 
would be better for the United States Government to just go ahead and 
huild some tankers and let business run itself. 

Mr. Roruscuitp. We will be glad to show vou the figures. 

Mr. Bonner. If we had the tankers in the reserve fleet, then we 
would know what we are going to pay for them in the case of 
emergency. 

Mr. Totierson. I may add a little word, if this is all on the record: 
That is what I would like to see done. 

Mr. Bonner. I have about come to that conclusion, Mr. Chairman. 

Mr. Dies. At any rate, you would know you would have a brand- 
new tanker. 

Mr. Bonner. And you would know you have a clean, ready-to-run 
tanke1 

Mr. Dies. Don’t you get what you pay for, anyway ? 

Mr. Bonner. That is all you get. 

Mr. Dres. When you get down to it, you are never going to get a 
bargain anyway. 

Mr. Bonner. That is right. 

Mr. Tottrrson. Mr. Gamble, will you identify yourself for the 
record ? mae) 


STATEMENT OF MILLARD G. GAMBLE, PRESIDENT OF THE ESSO 
SHIPPING CO. 


Mr. Gampve. My name is Millard G. Gamble, and I am president of 
the Esso Shipping Co. 

I have been asked by Mr. Rothschild to be present here today to 
comment on the proposed legislation, that is, H. R. 9252, relating to 
the tanker trade ae build program. 

Owing to the fact that this request was only received Tuesday 
afternoon—and I was away on business all day yesterday—I have had 
no opportunity to prepare a detailed presentation of all aspects of 
this leoisl: ition. On the other hand, I am very olad to be here to vive 
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my general views on this program and to answer any questions con- 
cerning it that my knowledge will permit. 

In general, I believe it is very important to have some legislation 
which will provide a formula for determining the allowances which 
will be granted for vessels traded in, so that prospective sellers of 
T-2’s and owners of the new vessels will have full knowledge con- 
cerning the allowances which will be granted without fear of subse- 
quent disallow: ance by the Comptroller General. 

In my judgment, the proposed bill satisfies this need which was 
not satisfied by the legislation introduced last year. 

I have no reason to question the need for the Reserve fleet of tankers, 
which I understand has been determined by the Government, nor the 
need for providing work for the shipyards for national defense 
purposes, 

Also, it is a fact that many of the American tanker owners are faced 
with a serious block obsolescence problem owing to the large propor- 
tion of war-built vessels in their fleets. 

While no one can be sure to what extent these problems will be 
solved by the proposed legislation, it is fairly certain that some addi- 
tional building will result and, in all respects, the situation will be 
improved to a certain degree. 

If we assume that the Reserve fleet of tankers must be provided, 
the only alternatives that I can think of would be Government 
building or direct subsidy. 

I might mention our ¢ ompany and the majority of the tanker own- 
ers in the industry are against subsidy for tankers. There are some 
exceptions, but I can say that about the majority. 

I, personally, feel that the approach to the problem, as proposed in 
H. R. 9252, is the best one to take in the interests of the Government, 
the private enterprise system and the shipowners. 

Since World War II, the Esso Shipping Co. has acquired 12 super- 
tankers of about 26,700 deadweight tons each, and many of the other 
companies affiliated with Standard Oil of New Jersey have acquired 
vessels of the same type and size. These ships have a speed on trial of 
about 17 knots and a sustained speed in service of approximately 16 

knots. 

Owing to our current requirements, it is likely that our next con- 
struction of commerce vessels would be for 35.550 deadweight ton 
tankers also of 16-knot speed. 

The provision in H. R. 9252 authorizing the Secretary of Commerce 
to pay the “cost of national defense features incorporated in any such 
new tanker” is a very important part of the proposed legislation 
because it is unlikely that any prospective owner would be willing to 
provide speed in excess of the requirements of his own service unless 
the cost of this additional speed were underwritten by the Government. 
Otherwise, the owner would be in the position of providing capital 
for the additional speed without any benefit to himself and solely to 
fulfill national defense needs. 

I will be glad to—— 

Mr. Totiterson. Does that complete your statement ? 

Mr. Gamete. Yes. 

Mr. Totterson. Thank you very much. 

Do the members of the committee have any questions? 
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Mr. Suetiey. Yes; I have a few, Mr. Chairman. 

Mr. Totierson. Mr. Shelley. 

Mr. Suetiey. Mr. Gamble, you said there were 12 supertankers 
built of 26,700 tons. Where were they built / 

Mr. Gampte. They were built in yards in the United States. 

Mr. Suetiey. And under what flag are they operated presently ? 

Mr. Gamesie. United States flag. 

Mr. Suetiry. All? 

Mr. Gamesie. All 12 of them. 

Mr. Suetiey. How many tankers does your company operate alto 
gether ? 

Mr. Gamete. Fifty. 

Mr. Suetiey. And are they all under America flag? 

Mr. Gamewe. Yes, sir. Of course, you understand T am speaking 
of Esso Shipping Co. 

Mr. Sueiiey. Esso Shipping Co. ! 

Mr. Gampsur. Yes, sir. 

Mr. Sueitiry. Are there some subsidiary companies that operate 
tankers for you that are not ¢ 

Mr. Gampuie. Standard of New Jersey has many subsidiary com- 
panies, a great many of whom own tankers, and—— 

Mr. Suetiey. And of the 50 operated by Esso Shipping, outside of 
these 12 supertankers recently built—— 

Mr. Gambier. Yes. 

Mr. Suetiey. What type of vessel are they ? 

Mr. Gamer. Mostly T-2’s. 

Mr. Sueviry. Mostly? 

Mr. Gameie. The majority of them are T-2’s. As I recall, we 
have 27 T-2’s and about 9 other warbuilt ships, that are not very 
different from T-2’s—some very slightly larger, but there is no great 
difference. 

Mr. Suetitey. You mentioned the speed factor. 

Mr. Gamsie. Yes, sir. 

Mr. Suetiey. The speed on the ones proposed under the bill is 18 
knots, a sustained sea speed requirement of 18 knots. 

Mr. Gamauir. Yes, sir. 

Mr. Suruiry. I am sure you heard Mr. Rothschild say the only 
national defense factor that they would recognize and allow a cost 
differential on was that—speed factor. 

Mr. Gampir. That is correct. 

Mr. Sueuuey. I gather from what you have said that on none of 
the routes in which your tankers are now in service do you operate at 
18-knot speed. 

Mr. Gamaie. That is right. We do not have vessels that can operate 
at 138 knot speed. 

Mr. Suetiey. Well, tl 

Mr. Gamer. No. 

Mr. Sretiry. No? 

Mr. Gambier. The trial speed is 17. 

Mr. Sueviey. The trial speed is 17? 

Mr. Gamer. But in service we can’t average more than 16. 

Mr. Suetiey. I see. 


e super tankers can operate at 1714 knots. 


So. the 18-knot ones will not operate at 18 in service either? 
Mr. Gamasir. Well, they might. 
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The trial speed would be about 19 and the sustained speed would be 
about. 18 knots. 

Mr. Sueiiey. In other words, they would—— 

Mr. Gamete. In other words, 2 knots more than our standard speed. 

Mr. Surtiey. They would be built that way ? 

Mr. Gamer. That is correct. 

Mr. SHE! LEY. So, the sustained speed would be incorporated ¢ 

Mr. Gambier. That is correct. 

Mr. Sueviey. It would be 18? 

Mr. Gamsie. That is right. 

Mr. Suetiey. And your allowance factor for trial would be more? 

Mr. Gampue. That’s right. 

Mr. SuHevtey. What is the general economical speed at which you 
operate your tankers in your general service ? 

Mr. Gamere. Well, that de ‘pe nds entirely on the ship. What is an 
economical speed for one ship isn’t for another. 

Mr. Sueiiey. Let’s take your T-2’s generally. 

Mr. GamBLe. The T-2’s generally make about 14 li, knots. 

Mr. Suetiry. Does that meet the voyage time and turn-around re- 
quirements of the general routes upon which they serve? 

Mr. Gambier. Well, if I may, I think you have a little misunder 
standing, in that our ships don’t follow any regular routes or any regu- 
lar time schedule, and that is generally true of tankers. They are used 
with complete flexibility. I mean ts ankage might be getting a little 
low here or there, and they are moved around as they are needed. 

None of our ships are tied to any route or to any time schedule. We 
make the best time we can on every ship, with economy. 

Mr. SHetiey. What service do you operate the supers ? 

Mr. Gampsixr. The supers are mostly operated between the gulf and 
ports north of Hatteras. Bayway is one of the principal discharge 
ports. There are a number of others. When they are not needed for 
coastwise business, they operate in Caribbean to North Atlantic ports. 

Mr. Suetiey. Do you do any hauling from this country to the 
Near East ? 

Mr. Gampte. No. I can’t recall of any case where we have. Some 
years back there might have been. I don’t recall: but if there were, 
there must have been some very unusual situation. It might have been 
for the Government. I don’t know. The Government might have re- 
quired a voyage and we might have put one in. 

Mr. SHELLEY. It occurs to me that is a service in which the large, 
heavy tanker might be very profitably used. 

Mr. Gampuer. That is correct, if we refer to movements out of the 
Middle East. 

Mr. SHeviey. On a long haul. 

Mr. Gampe. Yes, sir. 

Mr. Suetiey. And IT was wondering whether you would have any 
experience in that. 

Mr. Gameie. No, because we don’t normally run our ships 1 in that 
service, i.e. any of our United States flag t: ankers in that service. 

Mr. Suetiry. If you acquired tankers under this program and you 
had this 18-knot sea speed, does that mean you would operate them at 
the 18-knot speed ? 

Mr. GAMBLE. We would, most of the time. If we didn’t, we couldn’t 
afford to go into this program. We would have to design a ship, a 
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complete new ship. It would have finer lines, and it would have a lot 
of characteristics that our present ships don’t have in order to attain 
the speed. In order to operate that ship in a manner that would give 
usa transportation cost at which we could afford to operate, we would 
need to uset he speed. 

Mr. Suestey. Does the large super tanker require a larger crew 
than the T-2? 

Mr. Gams_e. Slightly larger. 

Mr. Suetitey. Then what is the difference in the manning scale on 
that ? 

Mr. Gampste. In our fleet we don’t make any difference in the man- 
ning scale. 

Mr. Suewvxiey. That is all. 

Mr. Totierson. Mr. Seely-Brown. 

Mr. Sueiitey. May I withdraw that, please / 

Mr. Sre.ty-Brown. Sure. 

Mr. SHeiiey. This occurs to me: You heard the colloquy between 
Mr. Rothschild and me on this provision in here which waives the re- 
quirement of the ship hav ing been an Americal vessel for a period of 3 
years. 

Mr. Gamepte. Yes; I heard that. 

Mr. Suetiey. Now, since you have been interested enough to comply 
with Mr. Rothschild’s invitation and appear as a witness, is it natural 
for me to assume that your company has some interest or thought that 
they may take advantage of this program if it were enacted? 

Mr. Gamsie. Well, I can’t be sure one way or the other. We would 
have to examine all economics involved. 

We definitely want to cooperate with the Government, if we can do 
so and if weecan justify it economically. 

If it were not for the Government’s need for a reserve tanker fleet 
and if we considered only our own selfish interest, we wouldn’t do any 
building at this time. 

Mr. Suetitey. And it is your testimony, then, there is a need for an 
increase in the tanker reserve, insofar as the security of the country 
is concerned 4 ; ; 

Mr. Gameie. You might recall that Mr. Rothschild indicated there 
is no tanker reserve now. The Government, through its different de- 
partments and agencies, has decided this tanker reserve is badly 
needed, and IT certainly have no reason to question this. I don’t think 
I am authority enough nor have enough knowledge of all the consid- 
erations entering into this to say to what extent it is needed. Iam oelad 
to accept the Government’s judgment on that, which I assume is 
correct. 

Mr. Suetiey. Are you in any position to comment, Mr. Gamble, on 
the discussion that the committee members had with Mr. Rothschild 
as to the question that was raised on permitting the turning in of for- 
eign tankers that had been built and operated for them in this 
program ? 

Mr. Gamer. Well, from a selfish interest standpoint, I would be 
just as happy if it were limited to American ships traded in; but I 
think Mr. Rothschild might be sound in his position on this bill. be- 
cause I doubt if you are going to get as much of this business as the 
Government wants, this tanker trade-in-and-build program, and I 
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think you will get more buildings if you do permit foreign-flag ships 
to be traded in. 

I don’t think, though, this gentleman in the street is going to be 
lured by the prospect of m: aking money by buying a foreign-flag ship 
and acquiring a new ship and ‘thereby being in business, bec ause at 
today’s rates he is going to lose money on the new ship. Tod: ay’s rates 
are way below the cost of operation. 

Mr. SHELLEY. Yes. 

Mr. Gamp.er. So, I don’t think many outsiders are going to be lured 
into this thing. 

Mr. Suetiey. Let’s say, whether he is lured in or whether he comes 
in with his eyes open, and on a clean deal, that we acquire some 
foreign-built vessels which have been foreign operated up to last week, 
and now this week they are turned in, and several weeks thereafter or 
several months thereafter, they have to be broken out for war use. 

Mr. Gamste. Yes, sir. 

Mr. Suetitey. Am I right in assuming, then, the Government would 
have to put out money to use that vessel under the American flag 
because of the difference in requirements / 

Mr. Gampuie. They will have to put out some money, anyway, re- 
gardless of flag, and they might have to put out a little bit more on the 
foreign- flag ship, mostly because of the difference in the kind of 
requirements; but bear in mind the foreign-flag ships are directly 
under some kind of classification society, like Lloyd’s or the American 
Bureau and the requirement for the principal societies are not very 
different. 

Mr. Suetiry. But if they have been operating foreign, there are 
many of the features, safety features, that they don’t have to have 
that we do require on American vesse Is; is that not so, by law? 

Mr. Gampie. That’s right; but there isn’t a great difference in the 
requirements for safety. I'll put it that way. 

Mr. Totterson. You will pardon me. 

Mr. Gamesxe. It is mostly a difference in the character of the require 
ments rather than the degree of safety, in my judgment. 

Mr. Tottxrson. You are talking about tankers ¢ 

Mr. Gampste. Tankers only I am talking about. 

Mr. Totierson. I believe you had a question. 

Mr. Srety-Brown. Mr. Gamble, it has been my understanding, as 
a result of the discussion this morning, the only national defense 
feature considered is that of speed. In your opinion woul 1 you con- 
sider dead-weight tonnage, per se, a national defense item ¢ 

Mr. Gampie. No, sir; I would not. 

Mr. Seriy-Brown. Could you say, assuming this bill becomes law 
and assuming your company 1s anxious to participate in the program, 
what tonnage ships you would consider turning in ? 

Mr. Gamer. We would consider turning in or trading in—— 

Mr. = ELY-Brown. Trading in. 

Mr. Gamsie. We would trade in T-2’s 

Do you want to know the type of ship we would build then, under the 
program ¢ 

Mr. Srriy-Brown. It is my understanding it can be very costly to 


bring a ship up to the speed of the 18-knot requirement. 
Mr. Game. Well, the ship traded in—— 
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Mr. Srety-Brown. If it i large superti anker, the cost of doing 
that would be much greater than bringing a small-size ship up to that 
same speed. ; 

Mr. Gamete. It would not be feasible, in my judgment, to bring up 
to 18 knots any existing ship in our fleet. 

Mr. Seery-Brown. Only a new ship? 

Mr. Gamsir. Only a new ship. 

Mr. Srerty-Brown. That is what | 


Mi (7A MBLE. And this bill sualize ana requires, | beleve, tliat 
ton age be bu It. 


Mr. Seety-Brown. I was trving to get at some estimate as to what 
it would cost to put in those defense items. 

Mr. Gamete. In other words, this defense speed into an existing 
hip? 

Mr. Srery-Brown. Or into the new ship that you would contem- 
plate building. 

Mr. Gamsir. Yes. 

mar Sre.y-Brown. What percetage of the actual cost of that ship 
would have to be met by the United States Government to be in con- 
ierusite with this clause in the items, the defense items, we will pay 
for ? 

Mr. Gambier. I don’t know. 

Mr. Seery-Brown. That is, the Government will pay for the defense 
items. 

Mr. GAMBLE. I really don’t know that. 

Mr. Srery-Brown. Would it be appreciable ? 

Mr. Gamprr. It would be determined by competitive bids—two 
shipe at. the same deadweight, one of the 16-knot speed and the other 
of then you would find out. The shipyard bids would show that, 
aa th: at would nee any actual deal. 

Mr. Seriy-Brown. Could it be an appreciable factor ? 

Mr. Gampir. Oh, ves. 

Mr. Srety-Brown. In the cost? 

Mr. Gampie. Yes. 

Mr. Seety-Brown. It would be quite a big factor, would it not? 

Mr. Gampur. I hate to mention a figure, because I don’t know. IT 
could guess, if you want a guess. 

Mr. Srery-Brown. I am sure a guess would be appreciated. We 


will appreciate that it is a guess, but I would be interested in any fig- 
wre vou suggest. 
Mr. Gamerr. Oh. sav. 15 percent: but I could be very wrong. 


Mr. ToLierson. aoe there any other questions? 

Mr. Bonner. Mr. Chairman. 

Mr. Totuerson. Mr. Bonner. 

Mr. Bonner. Mr. Gamble, what is your experience as between for- 
elon and domestic operation, as to economical operation and quality 
of the vessels? 

Mr. Gamewe.. Well. as far as our own operations are concerned, we 
have the same qui ‘ity of vessels, regardless of the fl: Ag the Vv are under. 
Detailed requirements may vary slightly with different nationalities— 
but as for the overall quality of the ship, and its operation, it is about 
the sume reg ardle ss of the fi: ag. 
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Mr. Bonner. I mean whether it was built here in American ship- 
yards or built in foreign shipyards. That is the distinction I was 
making. 

Mr. Gamsie. Oh, I see. 

Mr. Bonner. From your experience, what has been your experience 
as between the economical operation and the quality—those two 
things— 

Mr. Gameste. Yes. 

Mr. Bonner (continuing). As between a foreign-built vessel and 
an American-built vessel / 

Mr. Gampste. In our experience, it is about the same, because we 
have our detailed specifications and we have a staff of inspectors that 
follow the ship all through its construction and assure us of equal 
quality. 

Mr. Bonner. As to interiors, workmanship— 

Mr. GAMBLE. Yes. 

Mr. Bonner. And so forth? 

Mr. Gambier. Yes; and, therefore, we get a ship that operates just as 
economically. 

On these points I am m: aking—you understand I am going be yond 
my own company when I talk about any foreign ships. 

Mr. Bonner. I take it you have a general knowledge of tankers? 

Mr. Gampsie. Yes. 

Mr. Bonner. As to quality? 

Mr. Gametr. That is right. I am giving my personal opinion. 

Mr. Bonner. Because you trade and associate with other people? 

Mr. Gamsie. That is right. 

Mr. Bonner. And that is your personal opinion ? 

Mr. Gampie. That is right. 

Mr. Bonner. That there is no distinction between the quality of an 
American-built tanker and the economic operation and efficiency ? 

Mr. Gampbie. That is correct. 

Mr. Bonner. Of an American-built tanker ? 

Mr. Gamsir. Certainly that is correct in connection with the ships 
of our own affiliates. 

Mr. Suetiey. That is because those are the ships that have been 
built for you? 

Mr. Game.e. That is right. 

Mr. Sueitey. To your account / 

Mr. Gamete. That ts right. 

Mr. SuHetitey. And to your specifications? 

Mr. Gamete. And to our specifleat ions. 

Mr. Suetiey. Which are similar, if not exactly alike—— 

Mr. Gampte. That is right. 

Mr. Suetiey. For the ones you have for your American building? 

Mr. Gamete. That is right. 

Mr. Suetiey. All right; let’s extend that one step further. 

Mr. Gampte. Yes. 

Mr. Suetiey. Let’s compare the ship you have built, one of 
super tankers you have had built, in an American yard, for your 
account——— 


Mr. Gameie. Yes. 
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Mr. SHetLey. With a tanker that has been built in a foreign yard 
for some foreigner, if you have had the opportunity to make any 
observations there, and built to his specifications, not ours at all. 

Mr. Gampie. With respect to tankers, and judging solely by my 
own observation, I don’t know of any great diffe rence between it and a 
foreign-bu it jus 

I think t] » kind « f ship you get—the specifications and the qual- 
ty, and so on—is largely up to the owner who is paying for the ship. 
He can cut corners if he wants to, whether the ship is built in the 
United States or in a foreign yard. 

Mr. Bonner. You have been in a position to observe the cost of 
identical tankers built domestic and built foreign ? 

Mr. Gamete. That is right. 

Mr. Bonner. Is that correct? 

Mr. Gamete. That is right. 

Mr. Bonner. What is the difference in cost? 

Mr. Gamete. That varies from time to time, and you can’t really 
say what it is until you get bids. 

I would say roughly here a while back—we got a comparison, 
something like a foreign ship costing about 60 percent of the 
American 

Mr. Bonner. Sixty percent ? 

Mr. Gampte. Yes. 

Mr. Bonner. Sixty percent less? 

Mr. GamBie. Now, there—— 

Mr. Sueviey. Sixty percent less? 

Mr. GamBie. Sixty percent of the American. 

Mr. Sue.iry. Forty percent less? 

Mr. Gampte. Yes. nisin - 

Mr. Bonner. Forty percent less? 

Mr. Gamer. Yes. 

Mr. Bonner. Get that straight in the record. It is 40 percent less 
the cost to build foreign. 

Mr. Gambier. That was some time back. 

However, today there have been greatly reduced prices, Prices of 
building in foreign yards have been greatly reduced in some countries. 

Mr. Bonner. Reduced less than 40 percent ? 

Mr. Gamexe. The price of building a ship in a foreign country— 
1 some countries- has heen greatly reduced recently. 

Mr. Bonner. Yes. ; 

Mr. Gamesir. And there are places— 

Mr. Bonner. So, then, it wouldn’t—— 

Mr. Gamer. Where ships- 


Mr. B er. It ildn’t cost as much as 40 percent ? 

Mr. Gampir. There are places and situations where a ship can be 

It in a foreign country for about half what they ean build it in the 
| ed Sta 

Mr frELLEY. Would vou sav that would apply to a ship, a tanker, 
Ja) ) 

Mr. Gampte. Yes. 7 t the country I was thinking of, where 
tt ve pl s are lower t nt than any where else. 

M } N> No ST} ) Ie ia t+, 17-k / ra; 

( 6 ) 1/-knot opera 


‘ 
ou Tun, I unde tood y lu to say, at 16 knots. 
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Mr. Bonner. That is what I understood you to say. 

Mr. Gamez. That was the—— 

Mr. Bo~vre Didn't you say that? 

Mr. GamBLe. May I correct you a little? 

Mr. Bonner. Didn’t you say that? 

Mr. GAMBLE. It is not a 16- or 17-knot operation ? 

Mr. Bonner. No. 

Mr. Gamesie. But trial speed of 17 knots. 

Mr. Bonner. That is right. I understood that. 

Mr. Gamsie. And 16 knots’ operation. 

Mr. Bonner. Operation. 

Mr. Gameste. That is right. 

Mr. Bonner. Sixteen-knot operation / 

Mr. Gamsie. The operation averages about 16 knots. 

Mr. Bonner. How would the 18-knot speed return an economic 
value to your company ¢ 

Mr. Gampie. It would— 

Mr. Bonner. You said you couldn’t operate these ships at 18 knots. 

Mr. Gamsie. Yes 

Mr. Bonner. Now, I ask you: Would the 18-knot speed at which 
you would operate this proposed ship return an economic value to 
your company as compared to your current 16-knot operation / 

Mr. Gameste. I indicated in my testimony that we would build 
most likely a 35,000—I am trying to think of it exactly —35,550—deaa- 
weight-ton ship. Now, the ship that we would build if we entered 
into this program would, on that deadweight, bring about transpor- 
tation costs approximately the same as our regul: ar 35,550-ton vessel— 
I mean our 

Mr. Bonner. As your 16-knot operated vessel ? 

Mr. Gamsie. As our 16-knot vessel. I won’t say operated vessel, 
because it is a different design. You have to have much finer lines to 
make the higher speed. 

Mr. Bonner. Do I understand, therefore, with the speed of the 
vessel it would bring a greater return, profit return, in transportation ¢ 

Mr. Games. No, sir; it would not. 

Mr. Bonner. Now, it would take less time to go from point to point. 

Mr. Gamsie. Yes; but you would also have higher costs. 

Mr. Bonner. You would have—— 

Mr. GAMBLE. You would have some costs that are higher. 

Mr. Bonner. You would cut down your time in transit and you 
would be hauling twice as much cargo, as you said, with practically 
the same crew. 





Mr. GAMBLE. Not twice as much cargo. The cargo would be on the 
550 deadweight-ton basis, which is the comparison. They would 

aad arrying approximately the same amount of cargo. 

Mr. Bonner. You mean it wouldn’t carry any more cargo than a 
ves el you are « yperating now, or the t vo vessels, I mean ? 

Mr. Gampie. Not on a given voyage. 

Mr. Bonner. You are going to have two vessels come in. 

Mr. GampBir. You are going to ve quicl round. 

Mr. Bonner. You are going to have two vesse yme in, and would 
the one new ve se] Ct rry thre cargo that the se \ ls are carr ing now ¢ 

Mr. GAMBLI It depends on \ vhich two vessels. If you are going 


to talk about the shi Ips tr aded in, thane would be thre: 
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Mr. BONNE! Yo are going to tr: id ie in three vessels. 
Mr. Gamobie. Actually that would be correct. 


Mr. B . Y« ire going totrade in three T 2’s% 

Mr. Gameie. Yes: and the new vessel would carry about the same as 

[—2’s, the same run. with the same kind of cargo. 

Mr. Bonner. With the new ship, how much in proportion would 
she carry to what the two vou fi ide i] would carry ¢ 


Mr. Gampie. I would hope to trade in 3 vessels for this large ship 
because the carrying capacity of the new vessel we would build, if we 


ve ntot s, would be about ee 9s. 
Mr. Bonner. ee ee would have 1 ship that would operate 
and carry a cargo e al to ap proximately 3 of the ships you turned in? 


Mr. Gampie. Ap veiianats ly 3 of the ships we turn in; yes, sir. 

Mr. Bonner. And the manning would be about the same as 1 of 
the 3? 

Mr. Gambier. Very little more. 

Mr. Bonner. Very little more than—— 

Mr. GAMBLE. Very little more than one of the T 9s. 

Mr. Bonner. Very little more than one of the T’s? 

Mr. Gamepre. That is correct. 

Mr. Bonner. Now, then, certainly the economic saving must be a 
great deal. 

Mr. Gambier. Compared to a T-2, it is. 

Mr. Bonner. Yes, sir. 

Mr. Gamer. But I am not comparing that with a T-2. I am com- 
paring that with a ship we would build if the Government didn’t ask 
us to build another kind of ship 18 knots. If we built any ships 
now, we would expect to build a 35,550-deadweight-ton tanker that 
makes 16 knots. 

Mr. Bonner. Yes. 

Mr. GamMB.r. a what we would build. We wouldn’t build 
T-2. We would build that type. 

Now, for us to be inte rested in building the kind of ship the Govern- 
ment would want us to | uild, we we ul d | have to ipproximately meet 
the same transportation cost as with our 35,000-ton, 16-knot ship. 

Mr. Bonner. I misunderstood you because— 

Mr. Gamer. And we think that the transportation cost would be 
aobut the same in each case. 

Mr. Bonner. I understood ye ou to say the type of ship that is pro- 
here in thi rade-in would be ope rated, one ship 


by ymraet ic ie ame crew 


~ 


posed to be buil 
would be manne 
Mr. GAMBLE. 7] if. 
Mr. Bonner. As either 1 of the 2 you trade in? 
‘J 


Mr. Gamer hat is right. If vou took only the wages, what you 


are thinking would be correct 

Mr. Bonner. Now, you say vou would put 3 in there. 

Mr. Gamere. That is correct 

Mr. Bonner. So, that would eliminate the wages of two crews. we 
might Ly. 

Mr. GAMBLE. You unde tand we wou a get lower tran portation 


Mr. Bonner. Well, that is what— 
| (yA MBLE. Very much lower than on a T-2: but not lower than on 
the d of ship we would build without the Government feature. 
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Mr. Bonner. So, according to what I gather from you, the national- 
defense features would be an asset to you 4 

Mr. GamBue. No, sir. 

Mr. Bonner. Well, | have misunderstood you, then. 

Mr. GamBie. Because we wouldn’t build a T-2. 

Mr. Bonner. Sir? 

Mr. Gamesie. We would not build a T-2. 

Mr. Bonner. You would use the maximum speed of 18 knots, and 
you would eliminate 2 crews, and you would operate that 18-knot 
ship with | crew, and the elimination of 2 crews, and the rapidity 
with which you could carry freight—I asked you: Wouldn’t the 
economic return be of oreat value to your company £ 

Mr. Gambier. The economic return would not be of great value to 
oul company compared to the t\ pe of ship we would build if we cid 
not go into this Government proposal, 

\Ir. Bonner. Let me get that clear. The Government vessel would 
be of what tonnage ¢ 

Mr. Gameie. The Government ship that we would build—we would 
expect to operate on a deadweight of about 35,550 tons at 18 knots. 

Mr. Bonner. 35.000? 

Mr. Gamer. Yes. 

Mr. Bonner. 515 tons? 

Mr. GAMBLE. 550 tons. 

Mr. Bonner. 550 tons. 

Mr. Gamer. At 18 knots. 

Mr. Bonner. At 18 knots? 

Mr. Gamer. Yes. 

Mr. Bonner. That would be the Government’s ship / 

Mr. Gampsur. Yes. 

Mr. Bonner. That is what would be her capacity ? 

Mr. Gambier. Approximately. 

Mr. Bonner. All right. 

Mr. Gamprr. I can get cletails 

Mr. Bonner. Let me continue with this. 

Mr. Gampie. Yes. 

Mr. Bonn R. You are speaking of a ship you would build? 

Mr. Gampir. Yes. 

Mr. Bonner. What would she be? 

Mr. Gampre. That would be about the same deadweight, but 16 
knots. 

Mr. Bonner. Oh, 16 knots? 

Mr. Gamsie. 16 knots. 

Mr. Bonner. 16 knots? 

Mr. Game e. Yes. 

Mr. Bonner. And the only difference in economic saving to you in 
transportation would be the rapidity with which you went from one 
port to another ? 

Mr. Gampie. That would not be a saving, either, because you have 
other costs which are higher. 

Mr. Bonner. That would be on both ? 

Mr. Gamer. And it is like—— 

Mr. Bonner. That would be identical on both vessels, wouldn’t it? 

Mr. Gamer. No. 
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Mr. Bonner. No. 

Well, 1 vessel would go 18 knots, and 1 would go 16 knots. That 
would be the only difference between the vessels, wouldn’t it? 

Mr. Gamere. Mr. Bonner, to answer your question thoroughly, it 
would necessitate going into all the physical characteristics of these 
ships. They are really totally different ships. 

Mr. Bonner. Yes. 

Mr. Gameir. And I am really not prepared to do that. 

I can get our naval architect here, who could do that. 

Mr. Bonner. I am inclined to believe—— 

Mr. Gamete. But it is a different ship. 

Mr. Bonner. You say—— 

Mr. Gamete. It is longer. There is more steel in it. It is different 
in m: iny respects. 

Mr. Bonner. But from your testimony I was inclined to believe you 
would get just as much advantage out of the 18-knot speed as the 
national defense would get. 

Now, of course, I don’t know, but from your testimony I gathered 
that. If you say you don’t, of course, I must accept your word. 

Mr. Ray. May I ask a question? 

Mr. Bonner. But it did sound that way when you testified. 

Mr. Ray. Will the gentleman yield ‘ 

Mr. Bonner. Yes, sir. 

Mr. Ray. Did I understand you to say the 18-knot ship—35,550 tons 
would cost you about 15 percent more than the 16-knot ship of the same 
size? 

Mr. Gampte. I didn’t say it quite that way, and that was the reason 
] hesitated to give a figure because I felt it would be interpreted that 
it would be 15 percent. 

Mr. Ray. Just a guess, I mean. 

Mr. Gamprex. I don’t know what it would be. I was pressed to 
gufess and I euessed that. It could be something very much greater 
or something very much less. 

Mr. Ray. But you were talking about the difference between the two 
ships of the same carrying capacity / 

Mr. Gamsuie. That is correct. 

Mr. Ray. Thank you. 

Mr. Gampsie. Yes, sir. 

Mr. Bonner. Now, your ships are inspected. If you launched a 
ship in 1954, what are the periods of inspection? Tell me just how 
they are inspected. 

Mr. Gamsie. They are inspected every year. 

Mr. Bonner. Every year. 

Mr. Gampie. Every year, and they have a special survey once every 
4 years. , ' 

Mr. Bonner. A special survey once every 4 years? 

Mr. Gamexr. That is required by the classification society. 

Mr. Bonner. That is all over? 

Mr. Gampstie. Yes. 

Mr. Bonner. Put in drydock, isn’t it? 

Mr. Gampier. Yes. 

Mr. Bonner. Every 4 years, and then in 8 years there would be a 
inspection, and in 12 years there would be an inspection. 
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This bill proposes to take in vessels not over 10 years old. Now, at 
10 years the last inspection—general inspection—would have been 
when the ship was 8 years of age. 

Mr. Gamsip. Yes. 

Mr. Bonner. Now, in this bill—— 

Mr. SuHevtitey. What do you mean—“last survey” ! 

Mr. Bonner. Overall. 

Mr. Gamste. The last survey or special survey. 

Mr. Bonner. Well inspected. 

Mr. Gampie. What it is called is “special survey.” That is the 
name given to it. 

Mr. Bonner. That is the important thing in determining the value 
of the vessel; isn’t it? 

Mr. GAMBLE. Well, it is one of the things. 

Mr. Bonner. It is where you go in and examine everything in the 
vessel. 

Now, as between 8 and 10 years there could be great deteriorations 
in that period when there has not been an overall inspection; is that 
correct ¢ 

Mr. GaMBxe. It is possible in any 2-year period to have considerable 
deterioration. 

Mr. Bonner. This requires that we buy a ship at least 10 years 
old. So, if she were 10 years old, she would not have had an overail 
inspection or survey for 2 years and would have 2 more years to go. 
That is the reason I was mighty interested in writing this provision 
in here on page 6 that the vessel should be in class if traded in. 

What is your opinion of that ? 

Mr. Gamaie. Well, I come back to the point that I believe the Gov- 
ernment has decided a substantial reserve fleet of tankers will be 
needed. I doubt if they will get the tankers that they need under this 
legislation. 1 think the stricter you make this legislation the less 
tankers, the fewer tankers, will be built. 

So, I think, to get the tankers you need, you better leave it the 
way it is, or to approach it as near as you can. 

Mr. Bonner. I don’t know you personally, but I have respect and 
regard for you, and you are a fine-looking gentleman, and you are 
with a great company, and I know everything you do is on the 
up-and-up; but this bill has broad scope, and in being a party to 
putting out legislation I want to be careful in the things I agree to, 
and that is the reason I asked you eal questions. 

Mr. Gamsie. Yes, sir. 

Mr. Bonner. One more question: What do you think, just ap 
proximately, would be the difference if the Government built the 
vessel they wanted and put it in the reserve fleet, cleaned and freshed 
and mothballed, and operating under this plan and taking in 10-year- 
old tankers—what, in your opinion, won be the difference in the 
cost to the Government ? 

Mr. GamB_e. I don’t know. 

Mr. Bonner. Approximately. 

Mr. GAMBLE. I can’t estimate the difference. 

Mr. Bonner. Just say approximately. 

Mr. Gamsie. But I do say it would be a much more e xpensive thing 
for the Government. 

Mr. Bonner. Would it be twice as much ? 
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Mr. Gampue. I would like not to hazard a guess—I am just not—— 
Mr. Bonner. Well, I would—— 
Mr. Gamene. Competent to figure all 
Mr. Bonner. I would just like you to give me— 

Mr. Gamete. All the things that enter into it; but here you would 
have an identical ship, a very expensive ship, that might cost SLO 
million, or $8 million, or something, more or less, th: at would be com- 
P sletely idle. You would have your depreciation going on, and that 

capit al would be wasted, as far as the utility goes. 

Mr. Bonner. That is the same thing with our cruisers and subma 
rine chasers and minesweepers and flat-tops and battleships; isn’t it 4 

TI ley are all laying there idle bee: ause, thank (sod, we don’t need 
then 

Mr. Gamste. That is correct. 

Mr. Bonner. And the purpose of this is the same thing; isn’t it @ 

Mr. Gampie. Well— 

Mr. Bonner. Sir? 

Mr. Games. Well, that is one purpose. 

Mr. Bonner. I ask you just as a friend. 

Mr. Gameie. And as far as the interests of our own company are 
concerned, and not taking into account the interest of anyone else— 
that would be a satisfactory thing to do. In such an event the ships 
ee to run, or would not run at any time that somebody 

vished them to run, because then they would be a threat on the ms arket 
aia it would not be a satisfactory ee ee ee ee 
were tied up and used just for emergency, as far as industry goes, I 
don’t see why that wouldn’t be entirely s atinte actory. 

Mr. Bonner. We have that going on with MSTS now. 

Mr. Gampte. Yes. 

Mr. Bonner. Just what you mentioned. 

Mr. Gamer. Yes. 

Mr. Bonner. But you haven't any idea, then, of what would be the 
difference in cost in building under this program, the cost to the Gov- 
ernment in building under this program, and building strictly for 
national defense and putting in reserve / 

Mr. Gastrete. No, sir. I am sorry. I don’t believe I can estimate 
that. 

Mr. Bonner. How fast can a vessel, a tanker, in mothballs, de- 
teriorate? 

Mr. Gamer. No faster than the naval ships deteriorate, if they were 
put in mothballs in the same manner, and I don’t think there is much 
deterioration, doing it the way the Navy does it. 

Mr. Bonner. There is no spirit of criticism at all when I ask you 
this question: Did you buy any T-2 tankers under the Ship Sales 
Act? 

Mr. Gamer. Yes, sit 

Mr. Bonner. That is all right. 

How many did you buy, sir? 

Mr. Gamete. I don’t have that exact figure, but for our company 
I would SAV 10-some vessels. We have 27 today that—while they 
might be T—3’s—I don’t know, but—— 

Mr. Bonner. The T-2’s—— 

Mr. Gampste. For all intents and purposes 








Mr. Bonner. Were supposed to to have been the best tanker. 
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Mr. Gamaie. We have 27 of such vessels in the Esso Shipping Co. 
fleet. 

Mr. Bonner. They were practically new vessels when they were 
acquired under the Ship Sales Act / 

Mr. Gamsir. No; they weren't practically new. They had had 
war service, most of them. 

a Bonner. Let me ask you this question about building outright 
by the Government for the national defense: The experience here will 
die by the hearings and the record, that it - would have been cheaper 
for the Government to have built and stored and used its own vessels 
than to have built under subs sidy, and so forth, and bought the vessels 
back in the case of emergency. 

Now, the record will clearly show that. So, it does interest me. 

[ have listened to a lot of hearings for the last 15, 16 years, and 
the overall picture does interest me. We paid an awful lot of money 
when we took ships out of the reserve fleet and sold them at $5 and $6 
a ton and then bought them back at a hundred dollars a ton when 
we got in trouble. 

That is why I think if we are going to have a Navy to lay am In 
reserve we just as well have all the adjuncts that go with the Navy. 

Mr. Gamer. I just want to mention there— 

Mr. Bonner. I want to get your opinion. 

Mr. Gamexe. You mentioned the word “subsidy.” 

Mr. Bonner. That is right. 

Mr. Gamsie. And no subsidy is paid for tankers. 

Mr. Bonner. I understand that, but I was talking about the genera! 
picture of our merchant marine. I just wanted to get your opinion 
about that. What are your views on that 4 

Mr. Gambier. Well, my view is it would cost the Government less 
money to go into the program called for in this bill in preference to 
the Government building and laying up the ships until an emergency 
took place which required their use. 

Mr. Bonner. That is all, Mr. Chairman. 

I thank you very much. 

Mr. Gamsir. You are very welcome. 

Mr. Totterson. Thank you very much. 

We have another witness I would like to call, and I would appre- 
ciate it very much if the committee would remain to hear Mr. Duke, 
who has been so kind with his time in testifying before our committee 
heretofore. 

Mr. Duke, will you identify yourself again for the record ¢ 


STATEMENT OF GORDON DUKE, SOUTHEASTERN OIL AND 
AFFILIATES, JACKSONVILLE, FLA. 


Mr. Duke. Mr. Chairman, my name is Gordon Duke, and my com- 
pany is Southeastern Oil and Affiliates of Jacksonville, Fla. 

We accept the statements of the Defense Department officials that 
a reserve of tankers is needed, and we accept the statements of the 
Maritime Administration officials and others in Government that there 
is urgent need of providing work for shipyards. 

For these two reasons, we support the passage of H. R. 9252, the 
trade-in-and-build tanker program. 
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H. R. 9252 is a means of establishing a Government-owned reserve 
of tankers to be held as defense standby facilities. We understand 
the traded-in tankers will be placed in such a reserve. 

In connection with that, Mr. Chairman, parenthetically, Mr. Dies 
asked the question about the employment of the reserve or, in effect, 
wasn’t it a shame seeing all these idle boats that couldn’t be used in 
some manner and produce income. 

Well, I am sure Mr. Dies would be the first to acknowledge that a 
reserve is something not in every day commercial use. 

If we have it employed in everyday use, whatever the advantages 
are from an income-producing point of view, it is not available in an 
emergency to be broken out in a world crisis. 

A reserve has to be something idle, supported in an idle status, 
to be an effective reserve. 

Mr. Tortterson. In one sense of the word, our entire Navy or the 
bulk of it is in reserve all the time. 

Mr. Duke. Yes, sir. 

Mr. Totterson. Except when we are fighting. 

Mr. Duxe. Clearly it is, sir; in peacetime, it is. 

H. R. 9252 will inspire a few companies to build some new tankers 
soon, thus providing some new construction work for shipyards. 

It would obviously also make some contribution to this block obsoles- 
cence problem, and I do not think it should be viewed—and I am not 
connected with any shipyard—as a relief program for shipyards. 

We still have that basic problem of obsolescence. We have got to 
get some ships. Whether they are tankers or what they may be, they 
will all become obsolete—that is, all of the war-built ones; about 80 
percent of our total fleet will all become obsolete—in about another 
10 years; and a means should be found—TI say this as an American; 
not as a tanker owner—to get some of those boats replaced before 
they have reached their 20-year life. 

Obviously it appears to an observer—not necessarily a tanker man— 
that the ones that you might hope to get replaced before their 20-year 
useful life has been reached are tankers for the reason we have need 
for some tankers in reserve. 

Mr. SHettry. Mr. Chairman. 

Mr. Totierson. Mr. Shelley. 

Mr. Sueiiey. Mr. Duke, I can’t help but make a comment about 
your statement—and I think it was Mr. Dies who also made it—con- 
cerning the relief program for the shipyards. 

I am just wondering where that comes from. TI don’t think anyone 
has proposed a relief program for shipyards or shipyard workers; 
but, recognizing it means work in the shipyards, what it does do is this, 
does it not: (1) the people are going out of the shipyard business be- 
cause there is no work and the yards are going down: and (2) the long- 
time skills employed in the shipyards are being lost and this would 
be a means of replacing vessels that are obsolete and obsolescent and 
at the same time give incentive to people to stay in the shipyard 
business so they will be available if we get in a bad situation. 

Now, I don’t see where the relief comes in. 

Mr. Duke. My comment, sir, was, if you will remember, I don’t 
think this should be viewed as a relief program for shipyards. 

Mr. Suettry. I am not quarreling with your comment. 

Mr. Duxe. All right. 
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Mr. Suetiry. But there are those who seem to be trying to put that 
label on this. 

Mr. Duke. And I think, honestly, sir, there are people who have 
misinterpreted, because it has been stated in public comments regard- 
ing the programs that one of the objectives is to get work in shipys ards ; 
and they didn’t follow that, Mr. Shelley, in my judgment, with the 
statement that that is a desirable goal, whether you and I have any 
interest in shipyards or not, as I have none, but as an American, we 
need that skilled nucleus of shipyard workers to be maintained, not 
as a relief measure, as a defense measure, just as much as we need a 
battleship. 

Mr. SHELLEY. Just as much as we keep men going to Annapolis and 
West Point every year, even in peacetime. 

Mr. Duxer. And I am afraid, sir, the misinterpretation has arisen 
around the stopping of the expression at getting work in shipyards, 
without saying why. Some have interpreted that to mean let’s put 
them on relief and build something for them. 

Inasmuch as industry already ‘has a large number of idle tankers, 
it is obvious that additional tankers will not be built unless owners 
are able to trade in some of their present vessels in connection with 
new buildings. 

The price formula in H. R. 9252, that is, depreciated value, for the 
trade-ins, seems fair to both industry and Government. It would be 
dangerous, in my opinion, to establish world market value as the 
price to be allowed for the traded-in tankers. Very briefly, without 
abusing the « ommittee’ s time, Mr. Chairman—today, the world-market 

value of a T-2, for example, is, as we all know, substantially less than 
ine seuahiel thousand toa million, which I heard Mr. Rothschild in- 
dicate as perhaps the formula that perhaps today would be the trade-in 
price, 

Now, if you gentlemen should wish to establish the trade-in value 
on the basis of the world-market price, with the view in mind that to- 
day that value would result in a savings to the Government of per- 
haps a few hundred thousand dollars per ship—well, that is fine, if 
you want to write it up that way; but don’t overlook the fact—and I 
say this as a citizen and as a taxpayer, not as a tanker owner—you are 
doing probably the most dangerous thing j in the world you could do 

cause with the world situation as it is, before you leave Washington 
for the summer recess that somewhere along the line I hope you get, 
that. world-market value could be $3 million for the same boat, and you 
have written it into law, and you cannot have a situation where you 
want to buy more world-m: arket vessels when the price is below par 
and then want to jump over to the other side of the fence and go on the 
other side of the fence when the price rises above the depreciated value 
and, thus, as a taxpayer, not as a tanker owner, I am not trying to sell 
you any boats—I rather doubt that I would offer to trade in anything, 
but as a taxpayer, sir, you won't dare write such legislation as you 
have here and face the people back home, because this tanker thing 
can really go up and down; and what is more interesting, sir—I doubt 
anyone would be interested trading you one in today at the presumed 
world-market value. They aren’t being sold, that is to ss ay, an owner 
isn't willing to sell them in general, unless he is bankrupt, and if he is 
n that position he is not going to build a new boat. 
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Now, there has been some discussion about the possibility of the 
net investment in the vessel; that is to say, for example, to get a con- 
crete example, I bought one of these ships for a million six hundred 
thousand and spent another couple hundred thousand to get it im 
usable shape. So, my total cost, let’s say is a million eight, or some 
thing a little above that. Toda Ly I would expect to trade that in, if I 
were involved in this programm, for something in the neighborhood of 
a million dollars, let’s say, or nine hundred thousand, depending on 
these factors. 

So, the question arises: Have I made between my million eight cost 
and my million-dollar trade-in roughly more than eight hundred 
thousand, and shouldn't I give the boat to the Government for just 
the net investment I have got in it / 

I don’t think I need to belabor the point that that would be one 
of the most ridiculous formulas your gentlemen could try to bring 
Into existence, 1n my Opinion, for the simple reason that ] can keep 
books in my company in such a way that I can sell the boat right back 
to you at exactly what I paid for it 6 or 7 years ago; and if 
the Internal Revenue Bureau has said, the most I may depreciate 
that boat, regardless of profit, is, say 5 percent a year, which is the case 
i my company, and in most companies, on the 20- year basis, that is all 
they will let me write off, then that seems to me that should be, and is, 
in fact. in this bill, the basis on which ordinar ily, regardless of these 
fluctuations, regardless of who made more or less on the boat, the only 
practical manner that you could establish the value of the trade-ins. 

In passing, I can't fail to say, sir, if I may, that those who have 
believed that the tanker owners in general are all folks who have made 
a very enormous profit by reason of the very enormous rates that did 
exist at different times since the war—we must remember, in passing— 
and I am not offering any defenses of tanker owners, that I don’t 
consider wholly just—and I think sometimes the »y have been a little 
remiss in speaking up when they have had the chance to in their 
own defense, where they have a defense—and that is, Mr. Chairman, 
that most of us use vessels in our own oil movements, and all I can 
charge my marketing company is the difference in the gulf coast price 
of oil and the market at the point of delivery on the east coast, in my 
case, which is the old USMC normal rates; and in general we paid 
these high rates. We didn’t collect them. 

Now, there are exceptions to that. A few independent tanker own 
ers who had short-term spot positions did take advantage, but many 
of those independent owners, incidentally, fixed charges on long-term 
periods that were = at these enormous rates, believe me, and it should 
not be overlooked, because you have got a basic assumption that is 
founded on some exorbitant and magnifice nt profits, you are looking to 

tanker owner to do some things that he isn’t going to do, because your 
basic assumption, to begin with, is wrong. There were a relatively 
small number of tanker owners who were able to cash in on it, if I may 
say it that way, at these exorbitant rates. Most of us provided tanker 
service at our normal rates, and we used these boats in general to 
move our own oil at normal price structures. 

Now, you wouldn’t go and assess an exorbitant tanker rate and 
then sell your oil at a black market price if you expected to stay in 
business when things are normal again. You certainly didn’t trans- 
act business on that basis, I assure you. 
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Insofar as I can see. Mr. Chairman, H. R. 9252 appears to have 
ample safeguards to Keep out the fast-buck boys, as the expression 
has grown up. ‘That is, in passing briefly, and it is a matter that 
interests me considerably, "that in stating the purchase price should 
be the lower in effect of the original sales price by the Government, 
less de prec lation, Ol the purchase price of that owner, less depreci la- 
tion, so that, as we have had pointed out quite properly around here, 
if he has any disposition to run out and buy up some old dog and 
thinks he 1s going to bring it in and trade it in to Louis Rothschild, 
or Whoever his successor may be—I can't sean any reason for him 
doing it. | just cant conceive it because he can’t make a nickel 
doing it. 


I would like to ask—and I am asking a question here because I 
don't know the answer. On page 17, line 17, sir, it says: 


In no event shall the amount of credit allowed under this subsection exceed 
the price paid by the owner for such a tanke) 

And I would presume that means the price paid for such a tanker 
less de preciation, and without holding up this hearing I would only 
like to interpose the study of lines 15, 16, and 17, that this outside- 
purchased boat won't be sold to the Government at his purchase price, 
but his purchase price less depreciation. 

I a heard, sir—and you perhaps intend to invite Mr. Roths- 
child or some of his staff back for some further points, and I am 
quite sure they can answer that. It may very well be best. 

Mr. Toutierson. We fully expect to have Mr. Rothschild on the 
stand again. 

Mr. Duxe. Yes, sit 

Sir, there has been some talk here about trading in only United 
States flag vessels or vessels that were owned and built in the United 
States. As one owner, speaking from the view, and it is quite limited, 
that I am able to speak from, I could see very little objection—and 
if this is wrong, 1 know you will take it up with the people that have 
to administer the program—perhaps to limit this to vessels built in 
the United States and having been under United States registry. 

I believe Iam right, that that would have a rather nominal depress 
ing effect on this thing. 

I hasten to say if the interjection of that suggestion that it be 
limited to vessels built in United States yards and under United 
States registry—if you want to say it for the entire life of the vessel, 
if that has any substantial depressing effect on it, then I urge you to 
consider very carefully leaving it out, because I do say, in the com 
pletest sincerity, that Mr. Rothschild and his staff are certainly going 
to have enough troubles vetting very much results under this pro 
gram—I am quite certain of that—and that if you hamstring him 
with unnecessary thins, he is going to get probably no results 
whatsoever. 

Mr. Totierson. That was Mr. Gamble’s general view, too. 

Mr. Duxr. And I haven’t discussed the matter with Mr. Gamble, 
believe me.. It is my view, arrived at completely independent of 
any thought as to what Mr. Gamble may have stated. 

I strongly urge that once the Government’s position is adequately 
protected on all essential points that no unnecessary restrictions be 
placed on maritime’s freedom of trading: otherwise, the results of the 
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problem will be almost zero. At best, Maritime will have no easy time 
getting new tankers built under today’s circumstances. 

I would like, sir, parenthetically, for one moment, to ask the Chair 
if I am right in the discussion surrounding this 3-year waiver, because 
[ consider that a very important thing, and I want to fr ankly s say 
selfishly—but if it only concerns me, I wouldn’t raise the point, be- 
lieve me—TI hope I am right in believing that the 3 years 1s waived 
so long as during the 3 years it has been owned by U nited States citi- 
zens, but not necessarily by the particular citizen who is trading the 
boat in. 

Mr. Touierson, ( omg can you answer that? 

Mr. ZinckKe. No, sir; it is not. The bill as drawn does not pro- 
vide for that. 

Mr. Suetiry. That is right. I brought that out in my —— 
I asked him if a man, a citizen, can acquire a tanker this week and 
come in with it and make a deal next week. 

Mr. Zincke. That is right. 

Mr. Duke. Mr. Chairman, Mr. Shelley, Mr. Robeson— 

Mr. Rosrson. Mr. Ray. 

Mr. Duxr. And Mr. Ray, I would urge you strongly, with any 
language you put in with respect to the 3 years, to not e xpect that the 
owner or the new builder is the man who has had to own that boat 
for a minimum of 3 years immediately prior to trade-in. 

If you want to fix it for the 3 years prior to trade-in that it has been 
owned by American citizens desing all that time, be they different 
citizens or different corporations, or Americans, that is all right; and 
I just, in passing, want to say, in ‘eat why it is essential to have some 
reasonable flexibility in this program. 

I may have one tanker. Perhaps the chairman, if he were in the 
industry, may have another tanker. We may wish to join forces and 
between us form a new corporation. You share so use of that new, 
faster, better boat, and I will share the use of it. Neither of us by 
ourselves might be able to use that bigger, faster need individually in 
our own operation; but as drawn today it is quite clear to me we 
couldn’t do it. 

I am not going to belabor a great many other instances that are 
very practical of the same nature, but I use that as a background for 
urging you not to leave the restricting as it now is in the law, that 
the trade-in company has to have been the owner of it for the imme- 
diate 3 prior years. 

Mr. Totierson. Under the bill as drawn, the 3-year period is 
waived. 

Mr. Duxe. That is the way I understand it. 

Mr. Totierson. Now, the question has arisen in connection with the 
situation Mr. Shelley pointed out, and that is something we, the com- 
mittee, and perhaps on further questioning of Mr. Rothschild, must 
resolve. 

Mr. Suetiry. Yes. I think you come down to what is the premise 
upon which this bill is proposed: Is it proposed to acquire presently 
operated tankers for the reserve fleet in the event of a national emer- 
gency or is the basic premise one of, “Well, we want to see some new, 
big 35,000 deadweight ton tankers built by the private oil companies” ? 

Now, if you waive the restriction completely, on the basis of 
premise No. 2, all you are trying to accomplish is get some 35,000-ton 
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supertankers of 18-knot speeds built, then there is no argument; but 
if at the same time you give recognition to the fact that the ships being 
turned in are in the reserve fleet for use at a time of national emer- 
gency and will be used in the defense of this country, and that the 
Government is entitled to as good a bargain as the other guy gets, 
where are you if you take in a vessel that was built foreign and 
operated foreign ¢ 

Take the deal of you and our chairman—no; we won't take him 
or you either. 

Mr. Duxe. All right. 

Mr. SHetiey. Just take somebody who turns in, as one of the 
vessels a vessel that was built foreign and operated foreign, and just 
comes under the life qualification here, and she goes into the reserve 
fleet, after acquisition, under this program, and 6 or 8 months later 
we are in a national emergency. 

(cod only knows when it may be, tomorrow or the next day, the way 
we are living today, with the situation in the Far Kast. 

Now, we have to break her out. We have given them a price, based 
on his acquisition, at least not to exceed his acquisition price, at which 
he just went out and bought it; but then it costs us, if I remember any- 
thing of what I have learned, a terrific amount of money to break that 
vessel out and put here in class and shape as it would compared to an 
American vessel that had been kept in fairly good shap. 

Am I right or wrong? 

Mr. Duke. Well, I think, sir-—— 

Mr. Sueviey. And there I think the American Government and 
the American taxpayer is not getting a very good shake on this. 

Mr. Duke. Mr. Shelley, your point is built around a United States 
built and a United States maintained vessel, is it not ? 

Mr. Sueviey. That is right. First of all, it usually has a little 
more strict, more rigid structure requirements. 

Mr. Duke. Right. 

Mr. SHELLEY. Secondly, because of our safety laws and everything 
else, it usually had to be maintained better. 

Mr. Duke. In general. 

Mr. Suetiey. In general. 

Mr. Duke. As we know, there are exceptions. 

Mr. Sueiry. Of course. Again, a lot of that depends upon the 
operator of the foreign vessel. Some owners will keep them in 
good shape. 

Mr. Duxe. Well, Mr. Shelley, then, sir, to meet the point, the re- 
version to what I said earlier, if it did bor impose unnecessary restric- 
tions on the administrators of the program, I, as an individual, in my 
limited view, would see little objection to restricting the trade-in boats 
to those built and continuously operated from the day of their build 
ing to United States flags. 

Now, it could be, sir—and I repeat it—an unusual burden on those 
who administer the program, and I am sure you won't take this sug- 
gestion of mine, from my limited viewpoint, without rechecking it 
with the people that have got to administer the program. 

Mr. Suevttry. Thank you. 

Mr. Duxe. I would like just very briefly to illustrate from the 
owner’s point of view, Mr. C hairman, about how this worked out. 
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I believe somebody said to Mr. Rothschild to bring back that 
analysis—and I am not trying to presuppose what Mr. Rothschild 
is going to tell you, but he is not a shipowner, and I am; so I am 
going to attempt to answer it from a shipowner’ s point of view. 

If we were disposed to build a new supertanker, shall we say, of 
25,000 tons or above, we would presume, perhaps, if it had the right 
amount of speed in it, we pat trade in two T-2’s. For each T-2 
we would get perhaps in the neighborhood of a million ee 
perhaps a little less, perhaps a little more. Let’s say in the neighbor- 
hood of a milli on doll: ar’s, de pe ndi hg on her age, whether we ¢ capiti alized 
certain improvements, and so on. 

So I would thus have a trade-in equity immediately of $2 million. 

To replace that tonnage today with a United States a vessel 
under the conditions of the speed I want—let’s forget the defense 
feature of speed for a moment, because presumably the Government 
will pay for these defense features if they want them; otherwise, let 
the owner build what he wants, and let’s forget the defense features— 
that boat would cost me between $6 million and $7 million to replace 
on a carrying capacity at the equivalent basis. 

So I have the privilege of spending another $4 million or $5 million 
of my money, my companys money, to re place that tonnage. 

Now, it is true I have got a new ‘vessel and a more eflicient vessel, 
with only 1 crew on it instead of 2; but I must assure you it is rather 
limited cases where companies cau | find the change worth $4 million 
toSd million more—very few cases tod: ay. 

In general, when they spoke of this program, I looked at it, to be 
frank with you, as being somewhat restricted in its success to com 
panies who have the means, financially, and the spirit, shall we say, 
to cooperate in a program as being the ones that you must look to 
primarily to get much of this done. 

There won't be any large number who have the means and at the 
same time, to some extent—and I don’t want to have you laugh when 
[ say this—a sort of Government cooperative charitable impulse to 
fo into it. 

Mr. Touierson. Well. in our informal discussion about this bill it 
has been the general understanding that it would perhaps induce only 
such people as vou have just mentioned. 

Mr. Duke. I personally can hardly see it anv other way. and it 
might be many of them could afford it, but won’t do it for other search- 
ing considerations. They have a dual responsibility. They have a 
responsibility to their stockholders. At least, I think they have got 
a dual re sponsibi litvy,anyway. Inmy case,I am glad to have it under- 
stood, in any statements I may make, that it will likely be only those 
who ean afford it for any long-term purposes rs ather than people of my 

caliber and size and general se ope of ae tivity. 

The business of tradin g@ in, sir, a vessel in class, which Mr. Bonner 
has raised on a few occasions. and Mr. Shelley—I, as a tanker owner, 
wonder at the wisdom of inserting language there which savs. “In 
condition suitable to the Secretary of Commerce and in class.” for 
one very important reason: The Government protection here. If | 
put a boat in class and trade it in to you or tr: ade it in tothe Maritime 
Commission, some of those things are purely maintenance work of 
which, of course, I wouldn’t get another penny out of you for having 
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spent that money and, unfortunately, in a great many instances 
neither will the Government because. while you put it in reserve, that 
class of work will have to be gone over again if it lays there very long. 
So you require me, in the first place, to spend some money that results 
perhaps in a modest benefit to you. 

Now, if you put me through the next special survey—let’s say you 
are up against a 12-year-old tanker. Iam going to capitalize a good 
bit of that and pass it right on to you under this formula. 

Now, I have been studying for quite some hours in the past several 
days something that would tighten up the language, realizing from 
some earlier statements that were made here, both hy me and partly 
volunteered and partly as the result of questioning, about this ques- 
tion of condition, and I am not goine to belabor it other than to tell 
you some of the very terrible problems about it as a taxpayer now. 
Forget that I am going to trade you in a boat. I see no present cir 
cumstances that would indicate that I will. You are not going to 
expect if I had a fleet of boats, that I am going to give you mv best 
boats when I particularly didn’t want to do this anyway. I think also, 
as a taxpayer, you have got to expect I am going to be able or per- 
mitted to give youmy lemons, as the word is used. 

So, we struggle around as to how we are eoinge to state the condi- 
tions, state what the conditions shall be, the average condition of that 
vessel of that type and size, which is the fair thing, that is, so that 
I don’t give vou the old, junky ones that history has proven are a little 
burdensome and, as I say, don’t ask me to give you the best boat I 
have got. If you do that, I'll simply tell vou to take your program 
and peddle it some plac e else. 

Now, the question is to get an average, and I want to tell you I 
spent a lot of time trying to think of a w: ly to define what is average, 
and, Ill tell you, I got so bogged down I decided this ecmmittee would 
be writing descriptions the rest of this session, to be perfectly honest 
with you, and I sought help on that from people who are vastly more 
experienced than I am. 

I don’t say you can’t find that language, but I am going to make a 
predic tion, as one country boy, that you are going to have one horrible 
time; and I finally got back to the point that perhaps the language 
that 1s in there may not be the last word, but it may be after you study 
out how to define the language; it may turn out to be pretty well the 
last word because 

Mr. Suetiey. Do you think Mr. Murray can find it ? 

Mr. Duxr. All I can say is Mr. Murray has my sympathy if he is 
given the job of trying to find it. 

It can conceive of trying to say what is the average cond ie of the 
T-2, for example, which is most of the boats to be traded in, I pre- 
sume. I presume you might have to go around boring all the bulk 
heads to get at what is the average. 

You have got a completely impossible administrative problem, and 
then the Government would probably wind up, in determining that 
average, so they on met your demands here at this committee, 
spending a devil of a lot more money than they would have in upgrad- 
ing the reserve fleet. It sure can cost a lot of money. 

I would say, in passing, if it is found this language is suitable— 
and I haven’t talked to Rothschild or any of his people about this— 
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believe me, I haven’t been asked to carry the ball for any of them— 
I haven’t been asked to carry the ball for them, and I wouldn’t if I 
were asked; but if he is going to be asked to get an average, he won’t 
get one vote from one owner quite as good as from another. How- 
ever, I have a pretty strong hunch he will come out with a pretty 
good average of boats, or his successor, because, as we say, we don’t 
know what the situation will be after 1956, or whether he will stay 
there even until 1956. 

It is impossible for me to believe that many companies will invest 
millions of dollars in new tankers—and this point is my closing point, 
Mr. Chairman—when today the industry in general is literally drown- 
ing in excess tonnage already. 

This surplus idle tonnage has kept tanker rates so depressed that 
bare out-of poc kets costs of oper ition cannot be covered today. 

You can’t attract additional investments in tankers, on any logical 
basis, under any set circumstances, except ave those firms who can 
afford to be charitable and, as I stated, who are willing to be that 
charitable. 

For a program like H. R. 9252 to be dependent in substantial meas- 
ure upon charitable motives seems unsound to me. 

A better and wiser solution would be for the Government to face 
up to the idle tanker problem if we expect this H. R. 9252 program 
to succeed. 

A couple of weeks ago in testimony before this same committee on 
another subject I suggested there might be two ways to deal with the 
surplus tanker problem so it would not hold up a new shipbuilding 
program; and that interests me, I admit, but if it is enlightened self- 
interest, I feel entitled to offer it. 

I do not wish to belabor this suggestion. One way would be to 
have MSTS to place their Government-owned tankers in reserve and 
use the industry’s presently idle tankers; and another way would be 
to wait just long enough, let the present situation continue, and these 
idle boats will just rust away and disappear. 

The Eechion with the second one, forgetting those of us in indus- 
try that have got an idle boat—that is not too important—is that 
during any such interval it takes for these excess boats to rust away 
you are certainly going to get very, very few new ones built. 

I close with this, sir, by saying in general, and almost in the form 
I see it, so far as I can determine, I heartily advocate that you pass 
this bill in the form that it is presented, as a definite contribution 
toward the goals trying to be reached. 

I thank you for the opportunity to appear. 

Mr. Totterson. Thank you very much. 

I am repeating myself when I say my own views are very strong in 
that direction of the Government so far as the reserve fleet is con- 
cerned, entering on a program of building ships, replacing or putting 
them into the reserve fleet; but this proposal comes from ‘the Depart- 
ment of Commerce, and I am perfectly willing to go along with it to 
see how it works. It isn’t going to cost us a lot of money to find out 
if it is going to work or not. 

Mr. Duke, I want to thank you again. You have been very kind 
with your time—not only today, but in times past—and we appreciate 
it very, very much. 


Mr. Duxr. Thank you, sir. 
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Mr. Touierson. I have a communication from the American Mer- 
chant Marine Institute which I want to insert in the record. 
(The communication referred to is as follows:) 


AMERICAN MERCHANT MARINE INSTITUTE, INC. 
Washington 6, D. C., May 27, 1954. 
Hon. Tuor C, TOLLEFSON, 
Acting Chairman, House Committee on Merchant Marine and Fisheries; 
House of Representatives, Washington 25, D.C. 


DEAR MR. CHAIRMAN: The American Merchant Marine Institute, Inc., repre- 
senting the owners of a substantial majority of American flag shipping of all 
categories, supports H. R. 9252, a bill to amend the Merchant Marine Act, 1936, 
so as to provide a nationai defense reserve of tankers and to promote the con- 
struction of new tankers. Just as did the National Federation of American 
Shipping, Inc., by its letter of July 23, 1953, with regard to the predecessor bill 
H. R. 6353, the American Merchant Marine Institute now supports the successor 
bill, H. R. 9252. We fully recognize the desirability of establishing a national 
reserve fleet of tankers and hope that the adoption of H. R. 9252 will stimulate 
the construction of new tankers and thus materially assist in keeping our Ameri- 
can shipbuilding industry in active operation. 

The Institute has previously considered a prior draft of the bill which, as 
numbered H. R. 9252, is now pending before your committee. Therefore, even 
though the preliminary draft which we have heretofore considered differs in 
some minor language respects from H. R. 9252, we are in position at this time 
to express our support of the legislation in principle and our belief that it rep 
resents a substantial improvement over H. R. 6353. We believe that the substitu 
tion by H. R. 9252 of a definite statutory formula for determining the allowance 
of credit for traded-in tankers affords an added measure of certainty which would 
be beneficial to the industry as well as to the government. 

We should like, however, to make one suggestion, primarily technical in na- 
ture, with respect to the pricing formula applicable where the tanker to be traded 
in has received or is eligible for an adjustment of its purchase price pursuant to 
section 9 of the Merchant Ship Sales Act of 1946. The Institute suggests that 
commencing with line 25 on page 2 and running through line 5 of page 3 clause 
“(2)” should be amended to read as follows (new matter in italic, old matter in 
brackets) : 

“(2) In the case of tankers which [were eligible for] received a price adjust 
ment under such Act, the [statutory sales price of such tankers as of March 
8, 1946] original price paid by the purchaser for such tanker less the net amount 
of such adjustment received by the purchaser, depreciated from March 8, 1946; 
plus the depreciated cost of any additions or betterments to the tanker which 
were capitalized by the owner and allowed for Federal income tax purposes.’ 

Our reason for making this suggestion is that in most, and probably all, 
cases of tanker adjustments under section 9, the actual out-of-pocket cost of 
the tanker to one who purchased it prior to March 8, 1946 (the effective date 
of the Ship Sales Act), is very substantially higher than the adjusted statutory 
sales price paid by one who purchased his tanker subsequent to March 8, 1946 
In round figures and for purposes of illustration, it may be said that the cost 
of a T-2 tanker bought prior to March 8, 1946, was roughly $2,900,000. The 
unadjusted statutory sale price of a T-2 tanker was $2 million and the ad 
justed statutory sales price roughtly $1,600,000. This would leave a theoretical 
gross adjustment of $1,300,000 necessary in order to equalize the cost of this 
T-2 tanker as between a preact purchaser and a postact purchaser. However, 
the net adjustment finally given or allowed have been in the neighborhood of 
only about $500,000 to $600,000 per ship due to credits and countercredits of 
charter hire as between the Government and the purchaser pursuant to sec- 
tion 9 (b) (6), and to possible tax adjustments pursuant to section 9 (b) (8), 
of the Merchant Ship Sales Act, 1946. 

Since the objective of the bill is to create an incentive for owners of tankers 
which may still have as much as 10 years of useful commercial life, to trade 
them in against the much higher cost of new tankers, to be built at today’s 
prices, we believe that the trade-in allowance for tankers adjusted or eligible 
for adjustment under section 9 should be predicated on the actual cash, out- 
of-pocket cost of such tankers to their owners, just as the bill does in the case 
of all other warbuilt tankers purchased after the effective date of the act. 
Unless preact purchasers are, from a point of view of the actuai cash and 
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mortgage outlay for their tankers, put on the same basis as postact purchasers, 


the desired incentive may be destroyed. In this event, we fear that the owners 
are eligible for adjustment under section 
9 of the Merchant Ship Sales Act may not undertake new construction pur- 
suant to the bill and, to this extent, its objectives would fail of achievement. 


of tankers which were adjusted or 


Subject to this one qualification, the American Merchant Marine Institute 
gives its full support to H. R. 9252 which it regards as plainly and highly de- 


sirable in the national interest. 
» neerely yours, 
Francis T. GREENE, 
Executive Vice President. 
Mr. Totuerson. We will recess now until the call of the Chair. 
My thinking is perhaps we will get back to this subject next Tues- 
day. 
(Whereupon, at 1:10 p. m., the hearing was recessed, subject to 
call of the Chair.) 
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THURSDAY, JUNE 3, 1954 


Hovset or REPRESENTATIVES, 
CoMMITTEE ON MercHantr MarINe AND FISHERIES, 
Washington, D. C. 

The committee met at 10:13 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Thor C. Tollefson presiding. 

Mr. Totterson. The committee will come to order, and we will 
resume our hearings on H. R. 9252 and H. R. 6353. Mr. Rothschild 
was on the witness stand last week, and we didn’t quite finish with 
him because there were some other witnesses that had to get away, so 
he kindly stepped aside. 

Now, I understand that Mr. Rothschild has an 11 o’clock appoint- 
ment also; so if you will resume your testimony, Mr. Rothschild. 


STATEMENT OF LOUIS S. ROTHSCHILD, MARITIME ADMINISTRA- 
TOR, MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE, 
ACCOMPANIED BY JAMES L. PIMPER AND JAMES A. MOONEY, 
MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE— 
Resumed 


Mr. Rornuscuitp. Mr. Chairman and gentlemen, there are with me 
again Mr. Pimper and Mr. Mooney from our staff, and we have fur- 
nished to your committee, at the request of Mr. Bonner, a series of 
examples—a set of examples—showing how the financial transactions 
might look under certain presumed dates, and I hope they are satis- 
factory to your committee. 

Mr. Totierson. Mr. Bonner, do you have a copy of it? 

Mr. Bonner. Yes, yes. 

Mr. Touierson. I think we had received Mr. Rothschild’s testi- 
mony, and we were in the process of questioning him when he left the 
chair. And I will ask the members of the committee now if they 
have any further questions they would lke to propound to Mr. 
Rothschild. 

Mr. Bonner. Well, I would like for him to take his statement and 
go over it, so there would be no chance of misinterpreting the state- 
ment. 

Mr. Rornscump. You are referring to this last matter? 

Mr. Bonner. Yes. | presumed you were going to do that. 

Mr. Rornscuivp. I'd be very happy to do so. 

Mr. Totzierson. Without objection, Mr. Rothschild’s letter, dated 
June 2, 1954, together with enclosures A and B will be incorporated 
into the record. 
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(The letter and enclosures are as follows:) 

JUNE 2, 1954. 
Hon. THor C. TOLLEFSON, 
House of Representatives, Washington 25, D. C. 

Dear Mr. ToLt_terson: At the hearing held on H. R. 9252 Thursday morning, 
May 27, 1954, Congressman H. ©. Bonner asked that cost examples be furnished 
under the proposed legislation. The projections, set forth on enclosures (A) and 
(B), assume that the applicants desire to trade in war-built T—2 tankers delivered 
from building on January 1, 1944, and sold on January 1, 1947. 

Enclosure (A) involves the trade-in of two war-built T-2’s against the building 

one new 19.200 deadweis tons tanker, capable of a sustained sea speed of 18 
knots. There is no national defense allowance involved in this application since 
the Jatest building of the applicant is assumed to have been to a commercial speed 
if 18 knots. 

Enclosure (B) involves the trade-in of 3 war-built T-2 tankers against the 
building of 1 new 35,500 deadweight tons tanker, capable of sustained speed of 18 
knots. In this instance there may be a national defense allowance involved since 
the postwar construction of the applicant has been assumed to be 16.3 knots sus- 
tained sea speed Ve believe that it would be unwise in advance of actual nego- 
tiations with any of the applicants to attempt to estimate the possible cost to the 
Government of such a national defense allowance. 

I trust that the above information will be satisfactory to your committee. 

Sincerely yours, 





s Louis S. Rothschild, 
Louris S. RoTHscHILp, 
Varitime Administrator. 
Enclosures (2). 


ENCLOSURE (A) 


hstimated cost to Government of 2 T-2’s priced under H. R. 9252 formula: ° 





(a) Acquired from Government by owner Jan. 1, 1947, at 





$1,.650,000__- $3, 300, 000 
(6b) Depreciation Jan. 1, 1947-July 1, 1954 (7% years at 5.88 

percent per year 1, 455, 000 
(c) Balance July 1, 1954 1, 845, 000 
(d@) Additions and betterments capitalized by owner ; eal 120, 000 
(e) Depreciation on (d) LAR SE eR eT eS 50, 000 
(f) Balance epee a, 7 ™ 70, 000 
(g) Total allowed owner July 1, 1954__- : eee 
(h) Estimated cost of new construction _. 6, 900, 000 
( Net additional cost to owner of new construction 4, 985, 000 


Assumptions: 
] Both ships delivered from new building Jan. 1, 1944 
2) Sold by Government to owner on Jan. 1, 1947, in accordance with Ship Sales 
Act of 1946 
) Scheduled life for income-tax purposes approved by Internal Revenue Service is 
20 years from date of delivery from new construction. 
4) Trade-in contracts will be signed July 1, 1954. 
(5) The utility value of the 1 new ship is not substantially less than that of the 
traded-in ships as required by sec. 510 (c) 


NOTE Estimates rounded off to nearest thousand 
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ENCLOSURE B 
Estimated cost to Government of 3 'T2’s priced under H. R. 9252 formulas: ’ 
(a) Acquired from Government by owner Jan. 1, 1947 at 


$1,650,000 $4, 950, 000 
(b) Depreciation Jan. 1, 1947, to July 1, 1954 (7% years at 5.88 

percent per year) . -- 2,183,000 
(c) Balance July 1, 1954 : 2, 767, 000 
(d) Additions and betterments capitalized by owner 180, 000 
(e) Depreciation on (d) ot ‘ee ; = : 75, 000 
(f) Balance oa . 105, 000 
(g) Total allowed owner July 1, 1954 . 2, 872, 000 
(h) Estimated cost of new construction _ 9, TOO, 000 
(i) Net additional cost to owner of new construction 6, 828, OOO 


Mr. Roruscninp. I refer you to page marked “Enclosure A” which 
contemplates the trade-in of two TY tankers for the building of a new 
vessel, 

Had the two tankers been acquired from the Government by their 

present or subsequent owner—by the original owner on January 1, 
1947 at $1,650,000 each, they would represent a total investment of 
300,000, 
Depreciation from January 1, 1947, to July 1, 1954—a date which 
we chose because it does not seem that if we had this revision we could 
get anything done prior to July 1—that would be 714 years, and the 
depreciation was computed at 5.88 percent per year; because the 
vessels were built in 1944; and would have had a remaining useful life 
of 17 years. So if you depreciate them at 5.88 percent, that would be 
based on their original 20 years of life, that would amount to $1,- 
155.000 on the 2 vessels. 

So that the books of the company would show a balance on July 1, 
1954, of $1,845,000. 

Now, assuming that the owner made some betterments which were 
capitalized and allowed as capital charges by the Internal Revenue 
Service, of $120,000; and presuming, again, that the depreciation on 
that item in the intervening period had amounted to $50,000, there 
would be a balance of $70,000 in the additions and betterments 
account; which would bring the total of the depreciated original 
purchase price, plus the depreciated betterments figure to a total of 
$1.915.000 which would be the amount which would be allowed to the 
owner as of July 1, 1954. 

Now, we estimate that if he were building a 19,200 deadweight ton 
tanker, capable of a sustained sea speed of 18 knots, it would cost 
$6,900,000 to produce such a vessel. So that the net additional cost 
to the owner would be $4.985,000: and the Government would have at 
that time in its reserve fleet 2 T2 tankers for which an allowance of 
$1,915,000 had been made. 


S3 


? Assumptions: 

(1) 83 ships delivered from new building Jan. 1, 1944 

(2) Sold by Government to owner on Jan. 1, 1947, in accordance with Ship Sales Act 
of 1948. 

(3) Scheduled life for income-tax purposes approved by Internal Revenue Service 
is 20 years from date of delivery from new construction. 

(4) Trade-in contracts will be signed July 1, 1954 

(5) The utility value of the 1 new ship is not substantially less than that of the 
traded-in ships as required by sec. 510 (c) 


NOTE Estimates rounded off to nearest thousand 
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Shall I go on to the next case now ? 

Mr. Bonner. I would think so, sir. 

Mr. Roruscuiip. I refer you to this sheet. 

Mr. Bonner. Do you want to comment on this first case; or if any 
member wants to comment on it 

Mr. Roruscuivp. It might be better to stop now and examine that. 

Mr. Bonner. Well, in other words, the Government would have in 
its reserve fleet 2 additional tankers at the cost of $1,915,000 ? 

Mr. Roruscnitp. Correct. 

Mr. Bonner. And have an additional tanker—high speed, large 
tanker available to the national defense at that cost ? 

Mr. Roruscuinp. There would be—— 

Mr. Bonner. It would be two benefits to the Government ? 

Mr. Rornscrimp. Correct, sir. 

Mr. Bonner. They would have the tankers in the reserve fleet ; and, 
in addition, there would be this high-speed, large tanker available for 
national defense ? 

Mr. Roruscuimp. Correct. 

Mr. Bonner. Both at the cost of $1,915,000; is that correct ? 

Mr. Roruscutip. The only additional cost to the Government that 
might be involved would be an allowance for speed, which would be 
a national-defense feature 

Mr. Bonner. The national-defense features, in addition 2 

Mr. Roruscninp. Correct, sir. 

Mr. Dies. Mr. Rothschild. these old tankers that we would have 
taken on this deal. to what extent would they be obsolete for national- 
defense purposes? 

Has a study been made to determine, in view of the high-speed sub 
marine that Russia has perfected and the other improvements, of just 
what value would these old tankers be in the next 10 vears? 

Suppose war occurred, and you have got the tankers on your hands, 
and suppose that due to so much rapid changes and developments, 
and so forth, and you wait and find out it would not be safe or fair 
to use those tankers—has any thought been given to that? 

Mr. Roruscump. Well, there is no doubt, Mr. Dies, that a 15-knot 
tanker would be more vulnerable to the submarine attack than an 
18-knot tanker. 

Mr. Dies. It is reported that the Russians have made great advances 
in the submarine. It is quite a different thing from what it was in 
the last World War. I am not interested in it from the standpoint 
of helping shipyards or unions. If we have got to do that, we will 
do it on an open proposition. 

The justification for this is national defense. And that is what we 
ought to be concerned with solely. And if it is national defense, what 
about the Army and Navy: have they been called in to find out whether 
or not fhey consider these tankers to be of any value to them if we buy 
them ? : 

Mr. Roruscuitp. The findings of the Joint Chiefs of Staff indicate 
that we have a very serious deficiency in our reserve fleet of tankers. 

Mr. Dies. I understand that is true. But. at the same time. before 
the Armed Services Committee, under a different program, it was 
said we would need this improved tanker; this is the thing that is 
necessary for national defense. | 
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Mr. Roruscuitp. As I understand it, they are both necessary for 
national defense, Mr. Dies. Both the aidee and slower tankers and 
the newer and faster tankers. 

Mr. Dries. That is what I’d like to have some definite clarification 
on from the people who are in charge of our national defense. I want 
to know that once we get these that they will contribute materially to 
the national defense. 

Now, have we anything that any Chief of Staff, or anybody, has 
advised this committee on that important point ? 

Mr. Bonner. I believe Admiral Good testified. 

Mr. Totierson. On this particular bill? Are you asking if he testi- 
fied on this particular bill ? 

Mr. Auten. Admiral Good testified on behalf of the Chief of Naval 
Operations and said the estimate made was a valid estimate by Admiral 
Wilson on 20 to 26 tankers deficiency, which was in the Senate hear- 
ings and in the Congressional Record. 

Mr. Dries. I want to get the tankers we need for national defense. 
We have no alternative. But I'd hate to spend this money and buy 
up these old tankers and later on, when war occurred, find out that 
we couldn’t safely use them. We are not going to put Americans on 
ships In wartimes without a maximum of safety. 

The people won't stand for it—unless we just couldn’t help our- 
selves. We have got to have tankers, and our Joint Chiefs of Staff 
told the Armed Services Committee, “This is what is necessary for the 
defense of this country. And I’d rather go in there and let you 
build new tankers, modern and in accord with the plans and specifica- 
tions prescribed by our national defense, than to resort to this sort 
of makeshift program. 

Mr. Roruscuip., Admiral Denebrink, in testifying in support of 
this original bill, indicated that these were of great importance to the 
armed services in time of war. 

Mr. Dies. Well. of course, we have got this to consider: That we 
buy these, and they are not near as safe as the new models; and we are 
confronted with the situation: Are we going to take a chance with 
Americans and put them on this vessel, something that doesn’t have 
the maximum safety that a better ship would have ? 

Wouldn’t it be better from the standpoint of our national defense 
and the protec tion of our people to build the kind of tankers that is 
needed for national defense ? 

Mr. Auten. I think the testimony of some of the other committee 
hearings is to the effect that these identical ships are exactly what are 
needed for certain types of transportation in emergency times. So it 
fits exactly the need for at least a segment of our cargo. 

Mr. Dries. But T have understood—and that is something that I 
want verified—but I understood that testimony before the Armed 
Services Committee is that the only really safe tanker is the type 
that they now plan and have now devised. Now, whether that is 
true, I don’t haw. But if that is true, I don’t want to be in the 
position of voting for something that, if we do have a war, would 
put Americans on an unsafe ship. If there is anything we can do, 
any protection we can give to safeguard the lives of American citi 
zens, I’d rather spend the money to do it and do it now. 
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Mr. Auten. That involves not only building these tankers, but 
another action to replace the tankers that would be in the laid-up 
fleet. 

Mr. Dies. That may be true. But I don’t want to be penny wise 
and pound foolish. If we come to the question of national defense, 
we can’t always think in terms of what is the cheapest thing. You 
have got to think in terms of what is the best for the people who have 
to hazard their lives on board the ship. 

Now, I just don’t know. I hear things in the cloakroom from some 
of these men on the Armed Services Committee; and it just seems 
to me that these points ought to be definitely cleared up before we vote 
out this bill. 

Mr. Toizierson. I would interject at this point, and say I wish 
there were more Members of Congress who felt as you do. Then we 
wouldn’t have so much difficulty in getting a modern merchant fleet. 
But that in itself is a problem. And my thought is that we probably 
would have a better chance to get a bill like this through than a bill 
for new construction. 

Mr. Dies. Well, Mr. Chairman, I think if you fortified it with the 
facts, I have always found the House, when they know what the facts 
are, and they know that the measure is necessary for the national 
defense, I have never seen any hesitation on the part of Congress. 

Mr. To.Lerson. Strangely enough, when they are sold on a matter 
of national defense they will spend millions of dollars. 

Mr. Dies. In other words, if it be true that the people who have 
the responsibility—the Joint Chiefs of Staff—if he told us that 
these ships are just as good and will serve the purpose, that’s all 
right. Iam willing to let it go. 

But there is some doubt in my mind; and I think the doubts ought 
to be cleared up, either by Mr. Rothschild or somebody else. They 
ought to clarify that thing so that we will know definitely what we 
are doing. 

Mr. Rornscuitp. Well, Mr. Dies, you understand we are not spe- 
cialists in defense. 

Mr. Dres. I know you're not. 

Mr. Roruscniip. There are other witnesses who could give you more 
valid information. However, it just seems reasonable to me that. if 
the United States Government would have available through this 
or any other program a number of tankers of the most modern design 
and of a speed necessary to give maximum protection from submarine 
attack, that we'd be far better off than we are now. 

Mr. Dres. It v ould be better to have a tub than to try to walk in the 
water. But we are faced with a oreant thre at: we are faced with it. asa 
nation that is spending a large att of its revenue getting ready. 

Now, it just seems to me that if we just adopt some sort of temporary 
expedient, and we find ourselves in the possession of a lot of old 

tankers that are obsolete, and not fast enough to protect our American 
citizens who have to hazard their lives on them, that we will wake up 
and find out that we have been pennywise and pound foolish. 

I don’t know. I am almost in the dark. IT am trying to settle 
things in my own mind. 

Mr. Rornscnixp. I don’t view this as an expedient. I view it rather 
as a step in the direction of solving ; very large and important prob- 
lem. And it is only one step. The Navy’s program for an additional 





esa Oa 





TANKER TRADE-IN LEGISLATION 63 


20 new tankers is another step in the same direction. And beyond 
that it will be necessary, in my judgment, to do just what you are 
talking about in order to arrive at a full complement of necessary 
ships in the Reserve. 

Mr. Dries. Well, that is just what I’d like to have somebody in the 
Joint Chiefs of Staff tell us: “We think this is essential to our national 
defense ; it will fit it, and be perfectly proper, and so forth, and so on.” 
And I'd like to know that. And if we can get that sort of assurance, 
my own doubts of that will be dissipated: my fears will be allayed. 

Mr. Touterson. Mr. Rothschild, at this point, it might be well for 
vou to say again, if you did say it, that these new tankers would be 
thus built would be available to the Government in case of national 
emergency. 

Mr. Roruscuivp. Indeed, they will, Mr. Chairman. On the same 
basis as all other American-flag vessels. 

Mr. Touierson. So if private enterprise builds a fast new tanker, o1 
the Government builds a fast new tanker, it isn’t actually so much 
different; they are both available to the Nation in the event of 
emergency ¢ 

Mr. Roruscuinp. Yes, sir 

Mr. ‘Touierson. Now, as I understand it from the testimony of the 
gentleman who represented the Esso Co., there was a lot of useful life 
in the tankers they might turn in, and they would continue to use them 
over a period of years, and, consequently, would not be building these 
new high-speed tankers. 

Mr. Roruscuinp. Except at the Government’s request and in 
sistence. 

Mr. Totierson. Under this legislation. So we will get new tankers, 
we hope, under this legislation, which will be available to the Go 
ernment. 

Mr. Dies. Of course, that point is rather doubtful, isn’t it, Mr. 
Chairman? Practically no one is saying that you will get too many 
tankers under this program. 

Mr. ToL.Eerson. We ll, no one knows. I don’t know, I am frank to 
say. But I feel it isa method by which we can try to get new tankers. 

Mr. Roruscuitp. W e certainly won't get any if we don’t vote legis 
lation like this. 

Mr. Dries. Some believe it is a matter of national defense. Others 
think we should appropriate the money and start building them, and 
build the kind of tankers we need. I don’t know that that is correct. 
I certainly would not hold my judgment against yours or the others. 
But I don’t want to wake up and find the Government in possession of 
a lot of obsolete tankers which in time of war wouldn’t be worth a dime. 

Mr. Roruscuinp. These traded-in tankers will be very useful to the 
Government in time of war. There are a number of services in which 
they can do yeoman service. 

Mr. Bonner. This is the best tanker afloat tod: ay. 

Mr. Rornscuiip. Except fora very small number of privately owned 
super tankers, this is the most modern tan ker afloat today, yes, sir. 

Mr. Bonner. Here you get the accessability to the most modern 
tanker at $1,915,000 for national defense, where that iaakes would 
cost $6,900,000 without that. 

Mr. Roruscui. It would cost—yes, sir, that is correct. Mr. Chair 
man, may I go on with the next example? 
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Mr. ToiieFson. Let us continue. 

Mr. Ray. May I have a question, Mr. Chairman? 

Mr. Totierson. Yes, Mr. Ray. 

Mr. Ray. This bill, to an extent at least, will produce the same type 
of tankers the Government would build under the program suggested 
by Mr. Dies? 

"Mr. Roruscum. It will produce tankers at the same speed as the 
Government would build—as the Government is considering under the 
Navy bill, or would consider under what I understand Mr. Dies to be 
thinking about. 

There may be some slight differences in capacities, depending upon 
the commercial use to which the companies would intend putting 
them. Some companies would require larger and some smaller tankers 
than others. 

Mr. Ray. Well, that doesn’t quite meet my question. If we had a 
Government-building program such as has been suggested, would 
tankers of this type be produced by that program ? 

Mr. Roruscump. I would think so, yes, sir. 

Mr. Ray. There is nothing better that would come along than there 
is now, for defense purposes, than this particular type of tanker? 

Mr. Roruscuiitw. The Government’s current requirement for speed 
is 18 knots, Mr. Ray, and that is the speed at which these tankers are 
designed to be able to do. 

Mr. Ray. And there is no other factor that enters into the defense 
qualifications of the ships? 

Mr. Roruscuiwy. There is nothing which the Navy is requesting in 
addition to normal commercial requirements than speed. 

Mr. Ray. And how long will it take to find out whether private 
industry will take advantage of this opportunity ? 

Mr. Roruscuitp. Oh, a matter of a few months. 

Mr. Ray. Thank you. 

Mr. Detanry. May I ask a question? 

Mr. Totuterson. Mr. Delaney 

Mr. Devaney. Don’t you agree that the validity of this program 
would depend upon whether or not the vessels we take in can be 
used safely by our American people in case of war? It is not a 
question of building a new one. We are going to have the new ones. 
Under the Government program you'd have new ones. Under this 
one you'd have new ones. 

3ut if you’re going to take in a lot of old ones that you can’t 
use with the maximum degree of safety, then why take them in? 
Where is the Government going to benefit, except to enable private 
ship companies to get rid of some old tankers ? 

Mr. Ray. The private ship companies, I understand, want to use 
the present tankers. They think they are adequate for their pur- 
poses. So they are not obsolete or useless. The Government, I 
understand, wants tankers of that kind in its reserve fleet. 

True, they can’t take part in some of the transportation which 
the Navy will require _ high speed, but the companies—the Gov- 
ernment says they will be useful for other purposes, and it wants 
their capacity available. 

Mr. Detanry. That is what I want to know. You say the Gov- 
ernment says that. Is there anything we have from the Joint Chiefs 
of Staff, or anybody charged with the responsibility of our national 
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defense to that effect, that we can incorporate in these hearings as a 
justification for this certain measure / 

Mr. Touiterson. I think perhaps we can get that. 

Mr. Allen, clo you have a question / 

Mr. Auten. Mr. Rothschild, in this figure of $4,985,000, is there 
any Government mone \ here in direct investment ? 

Mr. Rornuscuip. No Government money is involved whatever, 
Mr. Allen. 

Mr. To.verson. Just one question. In the event of an emergency, 
these T-2 tankers that you had taken in under this legislation actually 
would be taken over by the Government and operated, would they 
not é 

Mr. Rorusciinp. Oh, indeed they would. Any tanker of any size, 
noe, or character would be necessary in the defense of the country 
bee ause the projections of the hecessity for the employment of 
tankers indicate a terrific short: ave. 

Mr. ToLuLerson. For emergency purposes 4 

Mia. Rornsciuinp. Yes, s 

Mr. ALLEN. As ‘ eeaiheen of fact, Mr. Rothschild, isn’t it true that 
the tankers in the hands of the private operators are more available 
immediately than the tankers in the laid up fleet ? 

Mr. Roruscuitp. Any operating ship is more available than one 
which is laid up, Mr. Alle Nn. 

Mr. TouuErson. Mr. Magnuson. 

Mr. Maenuson. Mr. Rothschild, do I understand that one of these 
new tankers is equivalent in cargo capacity to the two which would 
be traded in, or more than equivalent to the two which would 
traded in / 

Mr. Roruscninp. Yes, si 

Mr. Magnuson. Then for 1.9 million we get the equivalent capacity 
for what would cost us 6.9 million, if we went out and built a new 
tanker? Plus the reserve fleet 

Mr. Roruscuiww. Yes, sir. 

Mr. Magnuson. That is laid up / 

Mr. Roruscuitp. Yes, sir 

Mr. Macneuson. Well, it just seems to me that if you took the two 
if you now have two of the T2’s and had them lay there until they 
became obsolete, that you would have made a good deal, and would 
have retained the same capacity, or perhaps better, and would have 
spent only 1.9 million as against 6.9 million and still would have gotten 
all this speed and the defense features in the new ship. 

Mr. Roruscuitp. That is our thinking on it too, Mr. Magnuson. 

Mr. Totiterson. Would you goon from that, Mr. Rothschild 4 

Mr. Roruscuiwp. I re fer you now to the page entitled “Enclosure 
B.” This contemplates the trade-in of 3 war-built T2 tankers against 
the building of 1 new 35,500 deadweight ton tanker capable of 
sustained sea speed of 18 knots. 

And, taking the same dates again, had these 3 tankers been acquired 
from the Government at $1,650,000 on January 1, 1947, they would 
have represented a total investment of $4,950,000; and applying the 
same depreciation factor in the same time of 714 years, there would 
have accrued in de prec lation $2,183,000; leaving a balance on July 1. 
1954, on the books of the company of S82. 767.000. 
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Assuming again additions and betterments which were capitaliz- 
able under the Internal Revenue Service the amount of $180,000 to the 
3 vessels, and the depreciation on these additions and betterments of 
$75,000, there would be added to that previous figure of $2,767,000, 
$105,000. 

So that the total allowance due the owner on July 1, 1954, would 
be $2,872,000 for 3 T2 tankers. 

Now, the estimated cost of constructing the new tanker of 35,500 
deadweight tons would be $9,700,000, thus requiring an investment on 
the part of the company of $6,828,000. Again, this tanker would be 
substantially of the same carrying capacity as the three traded-in T2’s. 

Mr. Touuerson. Now, in addition to the allowance of $2,872,000, 
there would be the cost of defense features / 

Mr. Roruscuitp. There would be an allowance for the cost of 
defense features. 

Mr. Totierson. Does any member have any further questions with 
respect to this illustration ¢ 

Mr. Magnuson. The cost of these extra defense features has been 
mentioned. Do we know or have any idea of what that cost would 
be ¢ 

Mr. Rorusciitp. It would vary, Mr. Magnuson, from company to 
company, depending on the current and contemplated speed practices 
of the company involved. A tanker is part of a total producing and 
refining operation; and is just a part of the machinery that goes to 
develop the end product. 

Depending on what storage facilities and other equipment the var- 
ious oil companies have, they run their tankers at varying speeds to 
meet their production schedules. Now, some companies are running 
tankers at 18 knots; some are running them at lower speeds—some as 
low as, I believe, 16 knots. 

We would contemplate that where a company is already using an 
18 knot speed or contemplating the use of an 18 knot speed, that there 
would be no allowance for national defense—for the national defense 
feature of speed; that where a company was historically using and 
expects to continue to use a slower speed than that, that an allowance 
covering the difference in their normal practice and the 18 knot speed 
would be made to cover the national defense feature of speed. 

Mr. Macnuson. Well, I wonder if we shouldn't have some idea of 
the range from the company that is operating 18-knot vessels, up to 
whatever it would cost a 15-knot company to add the national defense 
features / 

Mr. Roruscuitp. I would estimate that the outside cost on any ves- 
sel would be $1 million, Mr. Magnuson. 

Mr. Macnuson. Thank you. Well, does that cover all the national 
defense features, or just speed ? 

Mr. Roruscuivp. Just speed. And that, so far as we know now, is 
the only condition which the Navy will request. 

Mr. Totiterson. Mr. Robeson ? 

Mr. Rosrson. Pursuing that same line of thought, if the company 
that now operates the 16 knots, and we buy an 18-knot ship, I gather 
that that is about $1 million there that is a defense item. Now, sup- 
pose they find that it is good business to operate the 18 knots. What 
1appens then ? 
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Mr. Roruscuitp. Well, I refer you to Mr. Gamble’s testimony of 
the other day as I recall it. Mr. Gamble, president of Esso, testified, 
I believe, that while that company is currently operating its facilities 
at 16 or 1614 knots, it would, if built an 18-knot vessel, operate the 
vessel at 18 Enotes, because the only difference in the case of operating 
the vessel would be in some additional fuel cost which would probably 
be more than offset by savings in other costs. 

So it is very possible that all of the companies who are interested in 
this may take that same attitude, in which event there would be no 
necessity for any national defense allowance 

Mr. Rosrson. That is what prompted my question. If they did 
that, we don’t have this million dollar allowance. 

Mr. Roruscuitp. No, sir. It is a matter that has to be negotiated 
with each company. 

Mr. Bonner. f tried to get Mr. Gamble to say that. He didn’t. 
I don’t know. I don’t think he agreed to it. I was just trying to 
show just what you said in my questioning of Mr. Gamble. I don’t 
think he agreed to that. 

Mr. Roruscuizp. Well, perhaps I am wrong about that. But may 
I suggest that before you make up your minds on ths at, you listen to 
Mr. Casey of the General Accounting Office, because just a few min- 
utes before we came over here he proposed an idea which may appeal 
to you gentlemen. And he, as I understand, will testify a little later. 

Mr. Totzerson. Mr. Robeson? 

Mr. Roseson. You said these tankers of all types would be avail- 
able to the Government, under the usual terms. 

Are those fixed terms? I mean, these tankers are built, and the 
Government wants them; what do we pay the operator for the tanker? 
Is that fixed ? 

Mr. Roruscuimp. Yes, sir. That is fixed by statute; and it is based 
on just compensation. 

Mr. Roseson. That causes a little bit of confusion. 

Mr. Roruscuiip. Well, the statutory requirement is “just compen- 
sation.” This wouldn’t contemplate any change in that part of the 
act. 

Mr. Toutierson. Any further questions of Mr. Rothschild? 

Mr. Tuompson. This price of $9,700,000, Mr. Rothschild, does that 
include the 18-knot feature ? 

Mr. Roruscutp. That includes the 18-knot. 

Mr. Tuomrson. The price of the ship then would depend on whether 
or not this company is presently using at the time of construction the 
18-knot speed or less than that? 

Mr. Rornuscritp. It would be based partially upon that and par- 
tially upon a negotiation which would ests ablish whether or not they 
contemplated using an 18-knot speed. 

Mr. Tompson. So this cost to the owner of the new construction 
of $6,828,000 would be the net cost to that owner if he is presently 
using at the time of construction the 18 knots? 

Mr. Rorusciitp. Presently using or contemplates using as might 
be reduced to some amount by a national defense allowance. 

Mr. Truomrson. One question, sir. In the estimates of $9,700,000, 
that is as of which market—today’s market with the shipbuilding 
business ¢ 


Mr. Roruscuiwp. Yes, sir. 
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Mr. Tuompson. Would that, in your opinion, be higher or lower 
than the cost a vear ago? 

Mr. Roruscuu. I think I'd like to check that before I answer it, 
Mr. Thompson. 

Mr. Tuompson. Id like to find that out. 

Mr. Roruscuiip. Mr. Mooney says it is slightly higher than it would 
have been a year ago. 

Mr. Tuompson. The reason I ask is that you testified previously on 
another apeteon that because of the lack of shipyards a mariner ves- 
el could be built for $1 million less today than a year ago, 

That is all. 

Mr. Rorusciip. I think these are outside estimates; and the private 
companies building the vessel would build it for at least as low a price, 
and probably a better price, than the Government would. 

Mr. Totterson. Mr. Magnuson. 

Mr. Magnuson. Mr. Rothschild, isn’t it going to be rather difficult 
to establish that somebody is contemplating putting in the 18-knot 
speed to save this million dollars ? 

We are going to have to prove what they are thinking about. 

Mr. Roruscui.p. Well, it isn’t voing to be the easiest negotiation 
in the world. 

Mr. Touiterson. Mr. Ray, do you have a question / 

Mr. Ray. Just as to the effect of this price prov ision of the bill. It 
says that in the event the United States acquires ownership of such 
a new tanker, the price therefor shall not include any allowance for 
national-defense features paid them by the United States. 

That means if the world market goes up, and the world market is 
a factor in the determination of the just compensation, it is just a 
factor with respect to the private investment / 

Mr. Roruscuip. That’s right. 

Mr. Totierson. Any further questions? 

Mr. Bonner. To get the tanker in the case of an emergency—in 
the first instance, the example you set forth—we might have to pay 
s8 million for that tanker? It might be possible ? 

Mr. Roruscuitp. We might have to pay $8 million for T2 tankers, 
Mr. Bonner. 

Mr. Bonner. I see. In the case of emergency, that is the only 
time we'd need it? : 

Mr. Roruscnitp. Yes, sir 

Mr. BONNER. Of COUTTS, the price ot the tanker would go sky- 
rocketing. 

Mr. Roriuscuitp. Based on past history, I think that would be right. 

Mr. Bonner. So there is no technical requirement as to what the 
Government would have to pay for national defense in taking the 
tanker even though we went into this deal for that purpose / 

Mr. Roruscuitp. This bill would provide that whatever price was 
arrived at for just compensation, that there would be deducted from 
that price whatever the Government had alrea uly paid as a national 
defense feature. 

Mr. BoNNER. I see. 

Mr. Toturrson. If there are no further questions, thank you, Mr. 
Rothschild. 

Mr. Roruscnintp. Thank yor 
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Mr. Touiterson. Mr. Casey, will you come forward, siré Will you 
identify yourself for the reporter. 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE 


Mr. Casey. Ralph E. Casey, Associate General Counsel, General 
Accounting Office. I have no p repared statement, Mr. Chairman. 

Mr. Touterson. We'd like to have your comments. 

Mr. Casry. Thank you, sir. 

We have discussed this proposal with Maritime prior to its being 
drawn up in the form of a bill: and we have ironed out some of the 
features in the bill which we thought would be more desirable in an 
other form. 

Several of the things have not been ironed out, you might say, to 
our satisfaction. Ud lke to comment on those: and also lL have several 
tho lights that I want to leave with the committee, merely as sugges- 
tions from the General Accounting Office as an agency of the congress 
in he — you people to correctly analyze this bill and know exactly 
what the Government is O1\ ng for what it’s vetting. 

] erhi aps, [ may not be right, but my thinking is that there are some 

‘make-work” elements tied up in this bill. Iam inclined to think that 
Mr. Dies is right in suggesting that you should have before your com- 
mittee, in executive session possibly, someone who has set the policy 
for this bill, to explain exactly how many tankers you need and exae tly 
what bearing this bill has on the present lack of work in the ship 
building industry. 

It is inconceivable to me that the lack of work in the shipbuilding 
industry is not an essential element of this bill. The \ have told us 
on other occasions that they want to keep shipyards going, to keep 
the essential skills working in the shipbuilding industry, rather than 
let them go to other industries; that it is an essential part of our 
national defense to keep ships on the way, so to speak. 

I am inclined to think that you will find from the National Secu- 
rity Council that that was a definite part of their thinking in pro- 
posing this sort of bill. 

Mr. Totierson. You don’t mean to take issue with the statement 
of Admiral Leggett, for instance, when he said that the plight of the 
commercial shipyard promises to be the most vulnerable area of our 
defense program ¢ 

Mr. Casry. I have that in mind when I suggest that 1s one of the 
reasons why they proposed this kind of bill at this time. I do think, 
however, that you may find that the figure that has been suggested 
here this morning as the number of tankers that we are lacking, inso 
far as the planning of the top defense people is concerned, 1s much 
greater than the figure that was given by Mr. Allen, and based on testi 
mony by Admiral Leggett. 

Of course, since the National Security Council indicated they 
needed this bill plus the bill that is pending before the Armed Serv- 
ices Committee, the settlement with the Greek shipowners have 
brought us 13, I think T2 tankers into the Reserve fleet; and there 
are a considerable number more of T2 tankers that are under for- 
feiture proceedings which, if that settlement forms a pattern, eventu- 
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ally will find themselves in the reserve fleet. So that 40 T2 tankers 
more would be in the reserve fleet. 

A good portion may be recovered from the Greeks. So that in order 
to intelligently appraise this bill, I urgently request you get some 
testimony from some of the high people as to what the thinking i 1s 
as to exactly where these T2 tankers form their part in our national 
defense reserve fleet. 

I have some comments on the margin of this bill. On page 2 of it. 
Halfway down the page it refers to the new tanker, as constructed 
and as provided in subsection A-2 of this section, shall be considered 
a new vessel for the purpose of this section. I don’t think there is 
any real doubt but that when they trade in this T2 tanker for a 
new vessel, that one that will be constructed after the bill is passed. 

In other words, this word “new” vessel as it is defined here could 
be a vessel already on the high seas for 2 years. In section 510 of 
the act. the term “new” vessel is defined as one that has been con- 
structed and acquired within 2 years after its completion. But I 
brought that to the attention of Maritime in the course of our discus- 
sions, and they agreed that there is no doubt but that this bill envisions 
the building of new tankers, as you amd I understand new tankers. 

Now, the next section here in the bill covers the question of national- 
defense features. And Mr. Rothschild has referred to his conversa- 
tion with me this morning. In the course of our discussions I urged 
that they incorporate into this bill what we refer to as a “speed 
clause.” That in effect says that after the Government pays for this 
additional speed, over and above the commercial requirements, that 
if the operator uses that speed ~ his own business, he pays for it. 

Now, the question as to how he pays for it, and how you figure the 
amount is naturally a difficult. one. It is also difficult to find out 
whether he is actually using the speed. There has to be an examina- 
tion of logs, and so forth. And that kind of a clause was incorporated 
into the contract under which the vessels Jndependence and Constitu- 
jon were sold to Export Lines: that if the 2y run the Inde pe nde nee and 
Constitution at a speed in excess of 2214 knots, then the y have to pay 
for it 

Maritime is presently in the process of trying to find out whether 
they have actually been operating these vessels in excess of 221% 
knots. 

In the case of three Mariner vessels sold to the Pacific Far East Line 
a speed clause was included. When the Comptroller General ren- 
dered a decision recently approving the contracts of the Mariners gen- 
erally, he stated that insofar as the speed was concerned, he favored 
the including of a speed clause in all cases where speed was considered 
a national-defense feature and paid for by the Government. 

However, my understanding of Mr. Gamble’s testimony the other 
day was that if he was building a tanker today, he’d build a 35,000, 
ton 16-knot tanker. However, under this program he’d build a 35,000, 
ton 18-knot tanker. The additional speed would be paid for by a 
Government; but he would use the speed. 

I was surprised at his honesty and his candor in saying that he 
would take advantage of the speed that the Government was paying 
for. 

So that while our understanding was that administratively Mari- 
time would try to get the operators to include a speed clause in the 
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contracts, I can see now that it would be impossible to get Esso 
Shipping Co. to include a speed clause because they come out 
honestly and say they are going to use that speed. 

As an alternate suggestion. and this has not been goatee with the 
Comptroller Gener al—with the Ac ting Comptroller General—but, in 
order to eliminate any question about these national defense features, 
which in the case of these tankers is speed only, I think it might be 
worthy of consideration that you write into this bill a proviso that the 
Government and the operator split the cost of the speed 50-50. 

In other words, if you decide that the Government wants an 18-knot 
tanker, and the operator only wants a 16-knot tanker, split the cost of 
that down the middle, and we will forget it. We don’t care whether 
he operates at 16 or 18 knots. The Government has its 18-knot tanker 
and he is presumably getting some commercial utility out of the 
speed. And, in fact, he is getting the speed at half price. 

Now, I suggested that to Mr. Rothschild this morning; and he said 
that it sounded pretty good; it sounded as if it were worthy at least 
of consideration. And, as I say, I am making it only as a suggestion. 
1 think it is worthy of consideration. 

On the question of the price, as you know, that probably was the 
main reason why this bill was referred back to the committee. I 
think it was expressed, I believe by Mr. Bonner, that these T-2 tankers 
that were sold under the Merchant Ship Sales Act of 1946 at a reduced 
price would be turned in and they would be allowed more as a turn-in 
than they actually paid for them. And I believe that is probably the 
fact if the trade-ins took place under the existing provisions of section 
510; because under the existing provisions of section 510, it spells 
out 3 different values to be taken into consideration in fixing the fair 
end reasonable value of the turned in vessel: 1. the scrap value; 2, the 
domestic value; and 3, the world market value. 

The world market value of those tankers is about $1,185,000. Their 
book value, based on a 20-year life is about $950,000. The present 
domestic market value is however extremely depressed. Maritime 
has represented a figure of $700,000 as the domestic market price. I 
think that that figure is subject to some careful scrutiny, because I am 
inclined to think that the market value of tankers is probably con- 
siderably less than $700,000, and possibly in the vicinity of $500,000. 

In fact, recently a T-2 tanker was sold at a forced sale in Baltimore 
at $305,000 to the banker that held the mortgage. 

I think it is also important to realize that this bill will only work 
so long as there is a depressed tanker value. As soon as the market 
price of tankers goes up, you will never get anybody to turn their 
tankers in at the book value. And it is only rarely, in my experience 
at least, that you will find the book value less than the market value. 

So if a year from now the market value has exceeded the book value, 
this bill is useless. They will have to come back later and ask for fur- 
ther authority to pay the market value. 

I also have some little question, and I think it should be cleared up 
to the satisfaction of the committee, as to exactly what depreciation 
scale the companies use in depreciating these tankers. 

It has been said that it is a 20-year basis, but the Bureau of Internal 
Revenue, in its Bulletin F which contains a schedule of depreciation 
rates for all kinds of property—and although it is only a rough 
guide—the rate stipulated for tankers here is 30 years. That becomes 
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important because if a company was depreciating a tanker at a 30 
year rate, you oot coup le of hundred thousand dollars more on the 
turn-in value of the tanker. 

So you have aa to realize that you are paying Some: You 
really are putting out something in rye to get this shipbuilding 


program started and in order to get these tankers m sheasd reserve fleet 
and to get new t: anke ‘rs on the high seas. 

I think in page 5, beginning with line 15, there is a sentence there 

is intended to euard against windfalls to the peop le that go out 
and buy tankers for the purpose ins coming in under this bill: and I 
simply suggest 7 the words “less de preciation” were not included. 
Sut I noticed that Mr. Rethachiht, in answer to a question, said it 
would be the depreciated price: so I think it would be an inadvertence. 

[ also want to point out that in redrafting this bill they 

ave chal ced the provision which requires that the Government re 
oup the value of the use of the vessel between the time that the man 
contracts for the construction of the new vessel and the time that he 
i ‘tually turns in the old vessel. 

Under the old section 510 it was required that he pay the fair value 
of the use of the vessel during that period. That was also in the 
bill that was reported out last year, but they reduced that to merely 
pay ing’ the deprec iation between those two per iods. 

[ see no particular objection to it, but I think that the committee 
should be aware that the ch: ange was mac le in the bill. 

| also suggested during the course of our discussions that these 

nkers that were being built be required to be kept under the Amer 

an flag for 20 years. Any vessel that is constructed with a con 
struction differential subsidy is required, under section 508. to be 
documented for 20 years under the American flag. These vessels are 
not being constructed with a subsidy, but after all, it is a national de- 
fense bill. It is being represented we need these fast tankers for na- 
tional defense purposes. I — see no objection to writing into the 
law a requirement that they be documented under the American flag. 

Of course, under the ah maritime law they have to get per- 
mission from the Maritime Administration before they ean transfe Tr 
one of these vessels to a foreign flag. That authority is in section 9 
of the Ship ping Act of 1916 which requires tl iem to come to Maritime 
for approval of a transfer foreign. 

lowever, the General Counsel of Maritime ruled back in 1946 
that unless Maritime made a specific finding that those vessels were 
required for national defense purposes or necessary to promote an 
adequate merchant marine, there was no authority for their ap- 
pro\ il of the transfer foreign and, in fact, at least two T2 tankers 
have been transferred foreign within the last 3 vears. That is since 
the outbreak of the Korean war. 

[ just do not think that we ought to take the chance that these ves- 
sels are being built at this time for our national defense and then have 
any administration officials alive permission to transfer them to a 
foreign fiag. 

Mr. Totierson. In other words, you want to take the discretion 
away from the Maritime Administration to authorize this transfer? 

Mr. Casey. That is right, sir. I believe that is about all IT have 
to say about the bill, Mr. Chairman. 
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Mr. Totierson. Do the Members have any questions? 

Mr. Allen ? 

Mr. Aten. Following up that last suggestion, Mr. Casey, the re- 
striction on transfer would, to some extent, lessen oe Vv alue of the 
vessel in the hands of the owner ? 

Mr. Cassy. There is no doubt about that. 

Mr. Auten. Would you propose any type of compensation such as 
the requirement that the Government purchase the vessel if it does 
not consent to a transfer, or do you think this bill is sweet enough to 
get by with the restriction in there ? 

Mr. Casey. As I say, I pointed out that actually you are giving 
something by way of the turn-in price and I think if you are giving 
that in the interest of national defense you should require this also in 
the interest of national defense. 

Mr. Atten. That is all IT have, Mr. Chairman.. 

Mr. Toutuerson. Are there any other questions by members of the 
committee ¢ 

Mr. Bonner? 

Mr. Bonner. Mr. Casey, I raised the question as to the class of these 
vessels when they were turned in. Mr. Rothschild said that was con 
sidered but it was decided to leave it out. 

Now, every | year's there isa general Inspection, isn’t that right. 

Mr. Casey. I will take your word for it. I know there is a periodi: 
inspection. I don’t know exactly what it is. 

Mr. Bonner. Then it has been stated by the use of certain cargo 
the vessel more rapidly deteriorates. 

Now if a contract was entered into and this bill became law and 
a contract was entered into and the contractor was given permission 
to operate the vessel 2 additional years during the construction of the 
new vessel, there is nothing said about what the condition of the 
turned-in vessel should be at the end of that time and you mig! ht get 
just a hull with the engines and so forth, but the bulkheads might be 
in such a deteriorated condition that the Federal Government would 
have to e nd many thousands of dollars to put the vessel in class for 
the very thing Mr. Dies was talking about, safety at sea. 

Mr. Casry. I think that it has been established pretty Clearly that 
you are vesting the discretion in the Maritime Administrator to use 
his best. business judgment to insure that that does not happen. How 
ever, of course we are always in favor of writing safeguards into the 
bill if they can be worked out. 

Mr. BONNER. I do not want to place that re sponsl ibilt tv on the Sec 
retary of Commerce and on the Chairmar of the Board. I want the 
bill to savy what class the vessel is in. 

Mr. Casey. I think you are right in saying that by putting the 
words “in class” in the bill might be a mistake in the sense that that 
has a technical connotation insofar as certain types of equipment are 
concerned that might be obsolutely useless. 

Mr. Bonner. There is one thing certain, if the Maritime Adminis- 
tration took the vessel back not in class then they themselves would 
have - put it back in class before it was operated. 

Mr. Casey. I think the explanation was that if they took it back in 
aaa vey would require certs in equipment on it. 

Mr. Bonner. That is a trivial matter. 
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Mr. Roneson. Would it be the thing to put in except those things? 

Mr. Casey. That is right, provided that under certain exceptions 
which are determined by the Secretary of Commerce to be beyond 
the purposes of this bill or some such language. 

Mr. Totterson. What would you think of some language to the 
effect that in determining the depreciated value. the condition of the 
vessel should be taken into consideration with respect to putting 
in class? 

Mr. Casey. Well. of course the value that the proponents of the 
bill ascribe to that formula is that it makes it definite by taking the 
book value. and that is exactly what it is written off by the owner 
on his books at. and that would certainly leave some room for discre- 
tion there. 

[ think T would prefer the other sort of safeguard mvself. 

Mr. Anten. Wouldn’t a vessel be in class if it were approaching 
the examination which would show that a number of repairs, substan- 
tl | repairs were need d b it if still] was not, under the general rules, 
cvible for such an examination ? 

[ have in mind that if the bulkheads of a tanker were very badly 
eaten away, with the vessel coming up for its 12th year examination, 
wouldn’t it still be in class with badly eaten up bulkheads in the 1lith 
year é 
~ Mr. Casey. I would prefer to get some technical advice on that 
aspect of it. I think some safeguards should be written and I think 
it should be the subject of some study by people who know exactly 
what appropriate language would be. 

Mr. Tounerson. Are there any further questions ? 

If not, thank you very much, Mr. Casey, for your comments and 
for vour contribution. — 

Mr. Rosrson. Thank you very much. They are very appropriate, 
too. Iam always glad to have him here. 

Mr. Totierson. He is certainly one of our prize witnesses. 

I do not have the names of any other witnesses who might wish 
to testify, so I will inquire of those out in the audience, is there any- 
one here who cares to testify on this matter ? 

If not, we will adjourn the hearings on these bills at the call of 
the Chair. I thank all of you for coming in today. 

(Whereupon, at 11:16 a. m., the hearing was adjourned to the call 
of the Chair.) 


Phe follow Ing was received later for insertion. ) 


eli 


ESso SHIPPING Co., 
\ York, N. Y., June 9, 1954. 
Re H. R. 9252, tankers trade-in and build program 
Hon. Tor ¢ LOL! EPSON 
House of Representative S, 
House Offic Ruile a, Washington 25. D. ¢ 


Dear Mr. ToLiterson: Since my testimony before your committee on the sub- 
ject of H. R, 9252 on May 27. certain other testil nv and questionss bv com 
mittee members indicate that there is a general misunderstanding concerning 
the value of the 18-knot speed of the proposed new vessel to a company such as 
ours in the event of participation in this procram 

There is apparently a feeling on the part of certain witnesses and perhaps 
embers of the committee that the 18-knot speed, if paid for by the Govern- 
ment, might become ood business” for the private companies: in other words, 
that the private companies would benefit financially by utilizing the 18-knot 


some ni 
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speed as compared to their utilization of a 16-knot vessel which some companies 
would otherwise construct. TI understand that mention has been made of the 
possible desirability of the private company paying for the additional speed or 
else sharing the cost of this extra speed with the Government on a 50-50 basis. 

There appears to be some misunderstanding of our company’s position in this 
matter. I should like, therefore, to stress that we feel it would be necessary to 
utilize the 18-knot speed of the defense-featured vessel in order to break even 
on transportation cost as compared to that of our standard 35,550-deadweight-ton 
16-knot tanker It is, of course, true that the 18-knot vessel could complete a 
specific voyage in less time than the 16-knot ship, and that certain items of trans- 
portation cost would consequently be lower for the faster vesse 

On the other hand, we estimate that the daily fuel consumption of the de 
fense-featured vessel discussed in my testimony, when traveling at 18 knots, 
vould be more than 50 percent higher than for the 16-knot vessel (approximately 
730 barrels per day versus 475 per day), and that this difference would offset 
ny other costs which are lower by reason of the higher speed and shorter time 


onsumed on the vovage 


| ve considered only our commercial interests. it is our studied opinion that 


by onstructing our standard 35,550-dead 


our mips would best be served 
eight-ton 16-knot vessel completely with our own funds, as we feel this design 
is somewhat more flexible and generally better suited to our needs. It goes 
without saving that it we felt that the 18-knof tanker were better suited to 
our needs, we would elect to construct such a vessel of onr own accord without 
any Government participation 

It is hoped that the above will be of some assistance in clarifying my position 
n this subject 

Sincerely vours, 


M. G. GAMBLE President 


DEPARTMENT OF THE NAVY 
OFFICE OF THE CHIEF OF NAVAL OPERATIONS, 
Washington, D.C., June 10, 1954 
Hon. Tuor C. TOLLEFSON, 
icting Chairman, Committee on Merchant Marine and Fisheries 
Hlouse of Representatires, Washington 25, D.C 

My Dear Mr. CHATRMAN The Judge Advocate General « the Navy has 
advised me that your committee desires the views of the Navy Department con 
cerning H. R. 9252, a bill to amend the Merchant Marine Act, 1936, to provide a 
national defense reserve of tankers*and to promote the construction of new 
tankers, and for other purposes, with particular reference to the value for defense 
purposes of the T-2 tankers which might be traded in under the provisions of the 
bill 

I welcome the opportunity to express the views of the Navy Department on 
this matter, since the qualitative deficiencies in the active United States tanker 
fleet, the approaching block obsolescence of a large part of the fleet and the 
complete lack of a reserve of tankers against mobilization requirements are of 
considerable concern to the Department of Defense 

The United States is | ring behind other countries in the construction of 
modern, fast tankers. A large portion of our tanker fleet is still comprised of 
World War II T-2 tankers of 14.5 knots speed 


which will all become obsolete in a block in 1% 





which have had hard service and 
to 1965. These ships should be 








replaced in an orderly program by modern, fast, economical tankers if we are to 
properly supply our needs for petroleum products in the event of a future war. 
Our first-line tankers should be ships of a speed of 18 knots or more in order 


to minimize the hazards of enemy attack and to permit fast turn-around times 
Ilowever, there is no doubt that we will still have a need for all of the slower 
ships which are in good condition and which may be available At present, for 
all practical purposes, we have no reserve of tankers to meet the greatly increased 
needs for petroleum products upon mobilization. The T-2 tankers which might 
be replaced under this bill would form a valuable reserve of usable tankers which, 
upon mobilization, would supplement the new tankers in the support of military 
operations until the mobilization shipbuilding program is brought into operation 
The T—2 tankers could be used in many areas where the enemy threat is not 
great, while the new higher speed tankers serve the more hazardous areas In 


this manner the T—2 tankers could continue to serve a useful purpose for many 
years 
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From the national defense point of view, what is needed is an orderly program 
of construction of improved higher speed tankers which will eventually result 
in a tanker fleet of active and reserve tankers of adequate characteristics and 
numbers to meet early mobilization needs in the event of a war. H. R. 9252 is a 

tep in this direction and accordingly has the strong support of the Navy Depart 
nent. I recommend your favorable consideration of the bill as now written 
sincerely yours, 
D. B. DUNCAN, 
idmiral. United States Navy, Vice Chief of Naval Operations. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
Orrick OF DEFENSE MOBILIZATION 
Washington 25, D. C., June 17, 1954 











H Cuor C, TOLLEFSON, 
tcting Chairman, Merchant Ma e and Fisheries Committee, 
House of Representat 8, Washington 25, D. ¢ 
Deak Mk. ToLLerson: The purpose of this letter is to urge the enactment of 
H. R. 9252, a measure designed to provide a national defense reserve of tankers 
ltop ite tae construction oF ne tankers 
rhe executive branch hi riven extensive study to developing a national 
oleum program adequate to insu the supplies necessary in time of full 
wil From the earliest stages of the study it has been recog 
nized that a critical shortage of tankers will exist under such conditions and 
mip he gravest thre to the cquisition of those supplies of petroleum 
t ] ( ot i \\ 
The s } ectives must be met in order to insure 
equate zation: (1) the provision of a substantial 
ip re ch would be available to handle the initial 
itenance of shipbuilding capacity in such 
cond ! S ep-up of ship production, and (3) the 
sion of e efficient war servic ul to uvoid 
k solescence j provisions f R. ovg5aze and th complementary 
N long-term charter plan (H.R. 7330) would make a substantial contribution 
each ¢ these objectives 
The trade-in and build plan « H. R. 9252 is aimed at providing a part of the 
needed reserve of usable tankers in the form of the T-2 type which is the hest 
ker available for the serve Che vastly increased requirements for tanker 
apaci aut the thoreak of a war W d require a substantially greater number 
essels th are used in nor nmercial activity The existence of a 
reserve togethe h new and more efficient ships would co much to meet the 
' mpact on the industri The approach to this problem provided by 
H. R. 9252 would attemy] to reach this objective within the basic concept of 
private vnership and wit 1 minimum of Government participation and 
ssistance 
While the existence of a resery d efficient operating fleet are essential, 
ittaches to the need for a rapid and steady increase in ship 
duction as a war progress¢ Qur experience in the last war amply demon 
es the importance of being able to meet rapidly new requirements and to 
e] ce losses rom enemy CT he lo do this it is essential, of course, that 
hipyards and their sk d workers e actively engaged at the time As you 
kno ‘ hipbuilding industry is me presently operating at a high level, and 
sul nt unemployment exists rhis threat to the necessary maintenance 
the mobilization ase could ‘ ‘ part by the new orders for tankers 
hic] ‘ ad resu from enac H. R. 9252 
\ ird threat to our national security position with respect to tanker capacity 
exists mm he area of block obsolescence In contrast to other countries, 83 
percent of our existing tanker capacity was war-built and without progressive 
replacement will become obsolete at approximately the same time. The provi 
sion of new modern vessels at this me v do much to balance the ship age 
problem a at the sume tim nprove the reserve fleet situation In addition, 
the faster types of vessels now available would have the substantial advantages 
in time of war of being more likely to avoid loss by enemy action and of lowering 
the requirements for escort vessels Rach would relieve pressure on shipyards 
and on the available supplies of essential materials 
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In conclusion, it should be stated that the principles reflected by the provisions 
of H. R. 9252 and H. R. 7330 are an integral part of the national petroleum 
program which has been reviewed and recommended by the National Security 
Council and approved by the President. Prompt enactment of the legislation 
is urgently needed. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
ARTHUR 8S. FLEMMING, Director. 


TESTIMONY OF THE INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF 
AMERICA, CLIO—STATEMENT CONCERNING TANKER PURCHASE BILL, H. R. 9252 


The Industrial Union of Marine and Shipbuilding Workers of America, CIO, 
is a labor union, admitting to membership all workers employed in shipbuilding, 
ship repairing, marine maintenance industry, and industries producing marine 
equipment, and in allied enterprises and industries. 

H. R. 9252 was passed by the Senate of the United States last year. This bill 
would provide a national defense reserve for tankers and would promote the 
contruction of new tankers. In essence, it would authorize the Secretary of 
Commerce to acquire any tanker not less than 10 years old in exchange for an 
allowance or credit on purchase price of a new tanker, and to pay the cost 
of national defense features. 

The acting chairman of this committee stated on May 24, 1954, before the 
House of Representatives that “an immediate ship construction is vital to the 
national defense of our country.” 

We desire to point out to your committee that as late as May 13, 1954, the 
monthly report of the Shipbuilding Council of America stated that the order 
book of United States coastal and Great Lakes shipyards fell below 500,000 
gross tons the month of April, for the first time since March 1951. There had 
been no new contracts for commercial vessels of 1,000 gross tons and over for 
1% years. 

As you doubtless know, unless drastic action is taken by this session of the 
Congress relative to the merchant marine, only two private merchant vessels 
will remain to be constructed in private shipyards in this country by the begin 
ning of 1955. Not a single private merchant ship will be left on the ways in 
shipyards after that time. 

Our present merchant fleet is inadequate for national defense because it is 
becoming obsolete en bloc. We are decimating the American shipbuilding and 
ship-repair industry to a point where it will not be able to expand to meet the 
full needs of war. 

By July the Sparrows Point shipyard of the Bethlehem Steel Co., the yard 
which built the most merchant tonnage of any yard in 1953, will be ready to close. 
Most of the small yards will be shut except those which are lucky enough to have 
some Navy work From the beginning of 1953 to the beginning of 1954, the 
backlog of shipbuilding work has declined by close to 50 percent. 

Employment in the shipyards, in repair as well as new construction and con- 
version, is declining rapidly. Although men remain on the payrolls of the repair 
yards, they are lucky if they are obtaining 1 or 2 days’ work per week. Emer 
gency action is indicated if we are to prevent, to quote Senator Butler “almost 
total collapse of the vital shipbuilding industry in this country.” 

As presented to the House of Representatives, H. R. 9252 provides for a na 
tional defense reserve of tankers and the promotion of the construction of new 
tankers. 

In his report on maritime subsidy policy, in light of present national require 
ments for the merchant marine and the shipbuilding industry, Robert B. Mur 
ray, Jr.. Under Secretary of Commerce for Transportation, stated that, “By 
far the most serious deficit of the reserve fleet is the lack of tankers necessary 
to meet the needs which would be created by a grave national emergency. This 
deficiency is recognized by all who have studied the situation. This problem 
may be solved in several different. ways. Dependence could be placed upon our 
ability to produce in time of emergency a large number of tankers. This course 
would obviously impair other vital defense production. Alternatively, we could 
stockpile in peacetime the entire number of tankers needed to meet estimated 
mobilization needs. A middle course, however, has been generally held a more 
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practical approach to the problem. Consequently, the so-called trade-in-and- 
build tanker program was presented by the Secretary of Commerce to the Con- 
gress in July of 1953, a program which should be actively pursued. Additionally, 
the Military Sea Transportation Service has under consideration the chartering 
of newly constructed tankers and at the same time transferring Government- 
owned currently active T-2 tankers to the reserve fleet.” 

In his testimony before the Armed Services Committee, Admiral Denebrink, 
commander of the Military Sea Transportation Service, stated that the country 
would have “an initial requirement for tankers in the event of war in the amount 
of approximately 10 million deadweight tons.” 

“The United States flag tanker fleet, private and Government owned, built 
and building. falls short of meeting this requirement by more than a million 
and a quarter deadweight tons,’ Admiral Denebrink said. He added that at 
present “for all practical purposes, there is no tanker reserve.” 

This would seem to us, aside from the consideration of actual mechanics of the 
measure under scrutiny by this committee, to be the most important argument in 
favor of passage of the trade-in-and-build tanker, by the Congress. 

We have already seen in 1947 what happeus when America was faced with 
its most serious peacetime oil shortage. The operating position of even the 
shipping industry was threatened by the stringency, and only through costly 
expedients were our vessels able to remain in continuous service. Some ships 
had to be diverted from their normal course to obtain the necessary bunkers 
and, in extreme cases, shipping companies had to rendezvous their vessels in 
foreign areas to spread the available bunkers most effectively. 

What would happen with a serious deficiency of tankers in our reserve fleet 
in the event of a national emergency is almost too disastrous a situation to con- 
template, in view of our 1947 experience. We must bring our reserve fleet up to 
date beth through the construction of tankers and through the preservation 
and repair of the fleet itself. We should not again make the mistake we made 
in World War II. 

The rapid expansion required for the shipyard forces in America during the 
Second World War and the cost of the facilities it was necessary to construct, 
cost us well over one-half billion dollars in facilities, wasted manpower, and 
training programs. In addition to this, the cost of building a fleet which would 
not be usable in peacetime is difficult to measure—but we would venture to Say 
that close to $5 billion worth of unusable merchant ships were constructed be- 
cause of the emergency, and the fact that ships had to be built quickly by 
mass production methods, with no time to construct a fleet which could be usable 
in peace as well as in war. 

The passage of H. R. 9252 by the House of Representatives in this session of 
Congress would insure that we have a reserve fleet of tankers which begins 
to approach our heeds in the event of another emergency. We would not again 
throw away millions of dollars of emergency construction of T-2s which cannot 
be used after the emergency is over. 
on we urge immediate passage by the House of Representatives of 

° » Cave. 
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